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PART I

ITEM 16 BUSINESS
ORGANIZATION

The Hanover I nsurance Gr ou myorganzed.as g Del@dwa@ acorporatisn inel1995.0Me tracen ayir raots T
to as early as 1852, when the Hanover Fire Insurance Company was founded. Our primary business operations are property
casualty insurance products and services. We market our proddcsemices through independent agents and brokers in the United

States (AU. S. 0). OQur consolidated financi al statements in
I nsuranceo) and Citizens | ns uwhhmareeur frmaippl property and cadualty subsaiaries; dan i

other insurance and nansurance subsidiaries. Our results of operations also include the results of our discontinued operation
consisting primarily of our former accident and health afedihsurance businesses, as well as our former Chaucer international

busi ness. As discussed further i n ADi s cwerdmpletad eahe sale pfeCGhauter o n
Hol di ngs Limited (AChaucer 0), loeuwr LUnoiytdedds Kinntgedronmat ( BbbaK. 0
Reinsurance (Group) Corpor at i on-relat@édQrish and Aufralian) entitief were ssbadquestly o
completed on February 14, 2019 and April 10, 2019, respectively.

INFORMATI ON ABOUT OPERATING SEGMENTS

We conduct our business operations through three operating segments. These segments are Commercial Lines, Personal Line
Other. We report interest expense related to our corporate debt separately from the earningsecdting segments.

I nformation with respect to each of -Segmeegmeénits Managemarmn
Analysis of Financial Condition and in Note 13 Segment | nf or mati ono i n iatShemeNts.t es t o

The following is a discussion of our operating segments.
GENERAL

In our Commercial Lines and Personal Lines segments, we underwrite commercial and personal property and casualty insure
through Hanover Insurance, Citizens and other THG subsidiaries, through an independent agent and broker network comcentrate

theNort heast , Mi dwest and Southeast u. S. We al so continue t
of the U.S., particularly in California, which is our largest state for Commercial Lines as measured by net premiumbaltitied.
i n our Ot her segment are Opus Il nvest ment Management , I nc

investment management services to our insurance anthsarance companies, as well as to unaffiliated institutions, pension funds
andother organizations; earnings on holding company assets; holding company and other expenses, including certain cedts assoc
with retirement benefits due to former life insurance employees and agents; araffavalantary pools business.

Our busines strategy focuses on providing our agents and customers with competitive insurance products delivered with clear ¢
consistent underwriting and pricing expectations, while prudently growing and diversifying our product and geographésd busin

mix. We conduct our business with an emphasis on disciplined underwriting, pricing, quality claim handling and customer service.

2019, we wrote approximately $4.6 billion in net premiums. Agency relationships and active agency management are core to

strategy

RISKS

The industryos and our profitability are significantndy a
unpredictable developments, such as weather conditions, catastrophes and other disasters; legal and regulatoentdeafédaging
pricing, underwriting, policy coverage and ot her acenpactoadl s o

liability; increased attorney involvement in claims matters; size of jury awards; acts of terrduigomtions in interest rates and the
value of investments; and other general economic conditions and trends, such as inflationary pressure or unemploynagnt, that
affect the adequacy of reserves or the demand for insurance products. Our investnaitt @odtfits future returns are impacted by

the capital markets and current economic conditions, which affect our liquidity, realized losses and impairments, clebivelsta

our ability to hold such investments until recovery and other factors.tidddily, the economic conditions in geographic locations
where we conduct business, especially those locations where our business is concentrated, affect the growth and pfdfitability
business. The regulatory environments in those locations, ingughy pricing, underwriting or product controls, shared market
mechanisms or mandatory pooling arrangements, and other conditions, such as our agency relationships, affect the growth
profitability of our business. Our loss and loss adjustment exgefise AE0O) reserves are based on e
assessments and actuarial projections, at a given time, of what we expect the ultimate settlement and administrasonilbicolstim
based on facts and circumstances then known, pietioof future events, estimates of future trends in claims frequency and severity
and judicial theories of liability, costs of repairs and replacement, legislative activity and other factors. We regusiselysreur
estimate of loss reserves and LABtHbfor current and past years, and resulting changes have and will affect our reported profitability
and financial position.
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LINES OF BUSINESS
Commercial Lines

Our Commercial Lines segmegenerated $2.8 billion, or 8%, of consolidated operating revenues and $2.7 billion, de6%f net
premiums written, for the year ended December 31, 2019.

The following table provides net premiums written by line of business for our Commerciakegesnt.

Net Premiums

YEAR ENDED DECEMBER 31, 2019 Written % of Total

(in millions, except ratios)

Commercial multiple peril $ 909.4 33.6%

Commercial automobile 336.1 12.4

Workers'compensation 334.€ 12.4

Other commercial lines:
Management and professional liability 250.1 9.2
Marine 249.¢€ 9.2
Hanover Programs 200.2 7.4
Specialty industrial and commercial property 149.C 5.5
Monoline general liability 97.2 3.6
Surety 65.6 2.4
Other 115.2 4.3

Total $ 2,707.2 100.(%

Our Commercial Lines product suite provides agents and customers with products designed for small, middle and spekietiized mar
Commercial Lines coverages include:

Commercial multiple peritoverage insures businesses against-iardy general liability from accidents occurring on their premises
or arising out of their operations, such as injuries sustained from products sold. It also insures business propertyefcsiatdnze
that caued by fire, wind, hail, water damage (which may include flood), theft and vandalism.

Commercial automobileoverage insures businesses against losses incurred from personal bodily injury, bodily injury to third partie:
property damag e icle and property dasiage te dtides vehicieshand property. Commercial automobile policies are
often written in conjunction with other commercial policies.

Wor ker s & c covemgennsuaes emplayers against employee medical and indemnity claimsgdsuttimnjuries related to
wor k. Workerséd compensation policies are often written in

Other commercial liness comprised of:

1 management and professional liabilitpverage is primarily composed of commerciadfpssional, management, and
medical liability, which provides protection for directors, officers and other employees of companies that may be sued ir
connection with their performance, and errors and omissions protection to companies and individualseagigiesce
or bad faith, as well as protection for employment practices liability;

1 marine coverage includes inland and ocean marine and insures businesses against physical losses to property, such
contractor s equi p me n tansit, Bnd aldo dowarsgedvelersibleck, fire ardandgeddaadles; i n  t

1 Hanover Programg f or mer | y r e f enovide cbvetage toamarkefs Avhebe dhere are specialty coverage or
risk management needs related to groups of similar businesses; | udi ng commerci al mu |
compensation, commercial automobile, general liability and other comneoeahges;

1 specialty industrial and commercial propegyovides insurance to small and medisimed chemical, paint, solvent and
othe manufacturing and distribution companies, and fire and allied lines coverages;

1 monoline general liabilitycoverage includebodily injury, property damage and personal injury arising from products
sold, or accidents occurring on premises, or from opergti

9 surety provides businesses with contract surety coverage in the event of a failure to perform or pay claims, and
commercial surety coverage related to fiduciary or regulatoigations; and

1 other commercial lines coveragigglude umbrella, fidelityand crime.
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Our strategy in Commercial Lines focuses on building deep relationships with partner independent agents through differentia
product offerings, industry segmentation, and franchise value through limited distribution. We continue to matenmanttario our
products and technology platforms that are intended to drive more total account placements in our small commercial and mid
market business, while delivering enhanced margins in our specialty businesses. This aligns with our focusriofj dékv
capabilities that will help expand the depth and breadth of our partnerships with a limited number of agents.

Our small commercial, middle market and specialty businesses each constitute approximsteid ofieur total Commercial Lines
bushess. Small commercial offerings, which generally include premiums of $50,000 or less, deliver value through produet experti
local presence and ease of doing business. Middle market accounts, with premiums generally in the range of $50,00@to $250,
require greater claim and underwriting expertise, as well as a focus on industry segments where we can deliver differe¢hgatio
market and value to agents and customers. Small and middle market accounts, which sometimes together are referred io@s au e
Commerci al Linesd business, comprise approximately $1.7 b
specialty lines of business include management and professional liability, marine, Hanover Programs, specialty industrial ¢
commercial property, monoline general liability and surety.

In our small commercial and middle market businesses, we offer coverages and capabilities in several key industries incluc
technology, schools and human services organizations, such gwafiboryouth and community service organizations. We also
provide further segmentation in our core middle market commercial products, including real estate, hospitality, manufacturir
contractors and wholesale distributors.

Part of our strategy is to expandr specialty lines offerings in order to provide our agents and policyholders with a broader product
portfolio and to increase our market share of our partner dptends business. We have over time acquired various specialized
businesses aimed at fuethdiversifying and growing our specialty lines. We used these acquisitions as platforms to expand ou
product offerings and grow through our existing agency and broker distribution network.

We believe our small commercial capabilities, distinctivenesBarmiddle market, and continued development of specialty business
provides us with a diversified portfolio of products and enables us to deliver significant value to our agents and eoticyeld
believe these efforts will enable us to continue torowp the overall mix of our business and ultimately our underwriting
profitability.

Personal Lines

Our Personal Lines segment generated $1.9 billion, or 40.0%, of consolidated operating revenues and $1.9 billion, dmé0.9%, o
premiums written, for th year ended December 31, 2019.

The following table provides net premiums written by line of business for our Personal Lines segment.

Net Premiums

YEAR ENDED DECEMBER 31, 2019 Written % of Total

(in millions, except ratios)

Personal automobile $ 1,186.1 63.3%
Homeowners 636.€ 34.0
Other 51.5 2.7
Total $ 1,874.% 100.C%

Personal Lines coverages include:

Personal automobileoverage insures individuals against losses incurred from personal bodily injury, bodily injury to third parties,
property damage to an insuredds vehicle and property damag

Homeownergoverage insures individualsrfiosses to their residences and personal property, such as those caused by fire, wind, hal
water damage (excluding flood), theft and vandalism and againsipiuitd liability claims.

Other personal linesare comprised of personal inland marine (jemyelart, etc.), umbrella, fire, personal watercraft and other
miscellaneous coverages.
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Our strategy in Personal Lines is to provide accommti ent ed business (i.e., writing bot
insurance) through our partner agesgi@ith a focus on increasing geographic diversification. The market for our Personal Lines
business is very competitive, with continued pressure on independent agents from direct writers, as well as from tHeigagease

real time comparative ratirtgols and increasingly sophisticated rating and pricing tools. We maintain a focus on partnering with higt
quality, valueadded agencies that stress the importance of consultative selling and account rounding (the conversion of single po
customers t@ccounts with multiple policies and/or additional coverages). We are focused on making investments that are intendec
help us maintain profitability, build a distinctive position in the market and provide us with profitable growth oppesrtigie
continue to refine our products and to work closely with these high potential agents to increase the percentage of buslaess they
with us and to ensure that it is consistent with our preferred mix of business. Additionally, we remain focused onversifgimdgj

our state mix beyond the largest historical core states of Michigan, Massachusetts and New York. We expect theseeeffeateto d
our risk concentrations and our dependency on these three states, as well as to contribute to improveityproeétabite.

Other

The Other segment consists of: Opus, which provides investment advisory services to affiliates and also manages apfg&simately
billion of assets for unaffiliated institutions such as insurance companies, retirement plans aatidiesinigicluding $1.6 billion of

funds managed on behalf of China Re for our former Chaucer segment. The Other segment also includes earnings on hol
company assets; holding company and other expenses, including certain costs associated with tinefiterdue to former life
insurance employees and agents; and ouoffimoluntary propertycasualty pools business.

MARKETING AND DISTRIBUTION

We serve a variety of standard, specialty and targeted industry markets. Consistent with our objeiegvsifio @ir underwriting

risks on a geographic and line of business basis, we currently have a split of approximately 40% Personal Lines, 40% c
Commercial Lines, and 20% specialty lines. Commercial Lines, including our small, middle market andyspesiadéisses, and
Personal Lines segments distribute our products primarily through an independent agent network.

Commercial and Personal Lines

Our Commercial and Personal Lines agency distribution and field structure are designed to maintain acesanyléwal markets

and the flexibility to respond to specific market conditions. During 2019, we wrote 20.9% of our Commercial and Persenal Line
business in Michigan and 9.5% in Massachusetts. Our structure is a key factor in the establishment emaho@ioft productive,
long-term relationships with wektstablished independent agencies. We maintain 39 local offices across 27 states. The majority ¢
processing support for these locations is provided from Worcester, Massachusetts; Howell, MichéganyBginia; and Windsor,
Connecticut.

Independent agents account for substantially all of the sales of our Commercial and Personal Lines property and casslty prod
Agencies are appointed based on profitability, track record, financial stabibfgspionalism and business strategy. Once appointed,
we monitor their performance and, subject to legal and regulatory requirements, may take actions as necessary to change
business relationships, such as discontinuing the authority of the agemianwtite certain products or revising commissions or
bonus opportunities. We compensate agents primaril y tttnr ou g
premium, growth and profitability.

Our Hanover Programs business andhasospecialty business is also distributed through managing general agents or wholesal
distributors who have expertise in the industries served or products offered.

We are licensed to sell property and casualty insurance in all fifty states in the W8], asin the District of Columbia. Throughout
the U.S., we actively market Commercial Lines policies in 37 states and Personal Lines policies in 19 states.
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The following table provides our top Commercial and Personal Lines geographical markets dasgchehpremiums written in the
state in 2019.

YEAR ENDED DECEMBER 31, Total Commercial and
2019 Commercial Lines Personal Lines Personal Lines
Net Net Net

Premiums Premiums Premiums
(in millions, except ratios) Written % of Total Written % of Total Written % of Total
Michigan $ 137.€ 51% $ 820.t 43.8% $ 958.1 20.9%
Massachusetts 190.¢ 7.0 2424 12.9 433.Z 9.5
New York 231.7 8.6 125.1 6.7 356.€ 7.8
California 324.4 12.0 o} o} 324.4 7.1
lllinois 121.1 4.5 101.5 5.4 222.€ 4.9
Texas 217.4 8.0 0 0 217.4 4.7
New Jersey 142.7 5.3 63.3 3.4 206.C 4.5
Connecticut 59.C 2.2 99.8 5.3 158.¢ 3.5
Georgia 82.8 3.1 57.C 3.0 139.€ 3.1
Virginia 81.2 3.0 39.C 2.1 120.z 2.6
Maine 65.2 24 50.6 2.7 115.¢ 2.5
Wisconsin 50.4 1.9 44.2 2.4 94.€ 21
Tennessee 52.2 1.9 37.7 2.0 90.C 2.0
Indiana 54.3 2.0 34.9 1.9 89.2 1.9
Florida 84.2 3.1 o} o} 84.2 1.8
Minnesota 77.2 2.9 o} o} 77.2 1.7
New Hampshire 43.5 1.6 334 1.8 76.S 1.7
Pennsylvania 62.4 2.3 14.1 0.8 76.5 1.7
North Carolina 69.2 2.6 2.2 0.1 714 1.6
Louisiana 37.3 14 32.9 1.8 70.2 15
Other 522.t 19.1 75.9 3.9 598.4 12.9
Total $ 2,707.2 100.(% $ 1,874.5 100.0% $ 4,581.7 100.(%

We manage our Comnwal Lines portfolio, which includes our core and specialty businesses, with a focus on growth from the mos
profitable industry segments within our underwriting expertise. Our core business is generally comprised of severakdoordina
commercial lines ofbusiness, consisting of small and middle market accounts, which include targeted industry segment
Additionally, we have multiple specialty lines of business. The Commercial Lines segment seeks to maintain strong agen
relationships as an approachteser e and retain our agents6 best business. !
quality reviews, accountability for which is shared at the local, regional and corporate levels.

We manage Personal Lines business with a focus on acqairthgetaining preferred accounts. Currently, approximately 85% of our
policies in force are account business. Approximately 57% of our Personal Lines net premium written is generated innxg combi
states of Michigan and Massachusetts. In Michigan, bapged direct premiums written for 2019, we underwapgroximately7%

of the stateb6s tot al mar ket .

Approximately 67% of our Michigan Personal Lines net premium written is in the personal automobile line and 31% is in th
homeowners line. Michigan businesspresents approximately 47% of our total personal automobile net premiums written and
approximately 40% of our total homeowners net premiums written. In Michigan, we are a principal market for many of odappoin
agencies, wittapproximately $2.2 milbn of total direct premiums written per agency in 2019. In June 2019, the state of Michigan
approved major changes to the laws governing personal automobile insurance, designed to reduce individual motoristggemiums.
A Ri s k iFicbigao PIBReformm i n 7 ReanrlA. |

Approximately 68% of our Massachusetts Personal Lines net premium written is in the personal automobile line and 2% is in
homeowners line. Massachusetts business represents approximately 14% of our total personal automobile net premiunas written
approximately 11% of our total homeowners net premiums written.

We sponsor | ocal and national agent advisory councislThese o ¢
councils provide feedback, input on the development of ymsdand services, guidance on marketing efforts, support for our
strategies and assist us in enhancing our local market presence.

Other

With respect to our Other segment business, we market ouptitg investment advisory services directly through Opus.
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PRICING AND COMPETITION

The property and casualty industry is a very competitive market. In the Commercial and Personal Lings,segmearket through
independent agents and brokers and compete for business on the basis of product, price, agency service and relatmmghips, cus
service, local relationships, ratings and effective claims handling, among other things. Our casripelitde national, international,
regional and local companies that sell insurance through various distribution channels, including independent ageveiagenapti
forces, brokers and direct to consumers through the internet or otherwise. Theylalde mutual insurance companies, reciprocals
and exchanges. We believe that our emphasis on maintaining strong agency relationships and a local presence in coupieakets, ¢
with investments in products, operating efficiency, technology and effedtirmas handling, enable us to compete effectively. Our
broad product offerings in Commercial Lines and total account strategy in Personal Lines are instrumental to our apitiyize c

on these relationships and improve profitability.

We seek to achive targeted combined ratios in each of our product lines. Targets vary by product and geography and change v
market conditions. The targeted combined ratios reflect competitive market conditions, investment yield expectatioagayarulios
patternsand target returns on equity. This approach is intended to enable us to achieve measured growth and consistent profitabilit:

For all major product lines in the Commercial and Personal Lines segments, we employ pricing teams that produce exposure
expaiencebased rating models to support underwriting and pricing decisions. In addition, we seek to utilize our understanding
local markets to achieve superior underwriting results. We rely on market information provided by our local agents and on t
knowledge of staff in the local branch offices. Since we maintain a strong regional focus and a significant market shareanat nu
states, we can better apply our knowledge and experience in making underwriting and rate setting decisions. Als@ gatlserek t
objective and verifiable information at a policy level during the underwriting process, including prior loss experiendeyipgst
records and, where permitted, credit histories.

CLAIMS MANAGEMENT

Claims management includes the receipt ofidhiloss notifications, generation of appropriate responses to claim reports, loss
appraisals, identification and handling of coverage issues, determination of whether further investigation is requiedpfdégyal
representation where appropria¢stablishment of case reserves, approval of loss payments and notification to reiRaurefsour
strategy focuses on efficient, timely and fair claim settlements to meet customer service expectations and maintain valus
independent agent relationgs. Additionally, effective claims management is important to our business since claim payments anc
related loss adjustment expenses are our single largest expenditures.

We utilize experienced claims adjusters, appraisers, medical specialists, mandgattsraeys to manage our claims. Our property
and casualty operations have field claims adjusters located throughout the states and regions in which we do businéiekl Claims
staff members work closely with the independent agents who bound the aligder which coverage is claimed. Claims office
adjusting staff is supported by general adjusters for large property and large casualty losses, by automobile and meanty equip
damage appraisers for automobile material damage losses, and by medieal spesit s whose principal C «
compensation and automobile injury cases. Additionally, the claims offices are supported by staff attorneys, both indffeedome
and in regional locations, who specialize in litigation defense aih cettlements. We have a catastrophe response team to assist
policyholders impacted by severe weather events. This team mobilizes quickly to impacted regions, often in advancesfor a la
tracked storm, to support our local claims adjusters and faciitiieely response to resulting claims. We also maintain a special unit
that investigates suspected insurance fraud and abuse. We utilize claims processing technology which allows most ef #mel small
more routine Personal Lines claims to be processedrdralized locations.

CATASTROPHES

We are subject to claims arising out of catastrophes, which historically have had a significant impact on our resudtsoof apet
financial condition. Coverage for such events is a core part of our busindsaeagxpect to experience catastrophe losses in the
future, which could have a material adverse impact on our financial results and position. Catastrophes can be causesl by var
events, including, among others, hurricanes, tornadoes and other windstamimguakes, hail, severe winter weather, fire, explosions
and terrorism. The incidence and severity of catastrophes are volatile and difficult to predict.

We endeavor to manage our catastrophe risks through underwriting procedures, including thededectidles and specific
restrictions for flood and earthquake coverage, subject to regulatory restrictions and competitive pressures and thrapigic geog
exposure management and reinsurance. The catastrophe reinsurance program is structured te proteqiewccurrence and
aggregate excess basis. We monitor geographic location and coverage concentrations with a view toward managing corpc
exposure to catastrophic events. Although catastrophes can cause losses in a variety of property antineasuatymercial
multiple peril and homeowners property coverages have, in the past, generated the majority of catakiteglotaims.



Table of Contents
REINSURANCE

Reinsurance Program Overview

We maintain ceded reinsurance programs designed to protect againgtrlargesual loss and LAE activity. We utilize a variety of
proportional and noproportional reinsurance agreements, which are intended to control our individual policy and aggregate exposu
to large property and casualty losses, stabilize earnings atetpcapital resources. These programs include facultative reinsurance
(to limit exposure on a specified policy); specific excess and proportional treaty reinsurance (to limit exposure oalipdiicizs

or risks within specified classes of businessid catastrophe excess of loss reinsurance (to limit exposure to any one event that migr
impact more than one individual contract). Our proportional reinsurance consists of quota share reinsurance agreememssand ou
proportional reinsurance includescess of loss and stop loss reinsurance agreements.

Catastrophe reinsurance protects us, as the ceding insurer, from significant losses arising from a single event inchglistheasn
hurricanes, tornadoes and other windstorms, earthquakes, haile seinter weather, fire, explosignfood and terrorism. We
determine the appropriate amount of reinsurance based upon our evaluation of the risks insured, exposure analyses prepare
consultants, our risk appetite and on market conditions, includaguailability and pricing of reinsurance. Although we believe our
catastrophe reinsurance program, including our retention apdrticipation amounts for 20, is appropriate given our surplus level

and the current reinsurance pricing environmentgtitan be no assurance that our reinsurance program will provide coverage levels
that will prove adequate should we experience losses from one significant or several large catastrophe20ubidditkthally, as a

result of the current economic envirormieas well as losses incurred by reinsurers in the past several years, the availability anc
pricing of appropriate reinsurance programs may be adversely affected in future renewal periods. We may not be alilede pass t
costs on to policyholdersor thege may be a delay in passing these costs to policyholaethie form of higher premiums or
assessments.

We cede to reinsurers a portion of our risk based upon insurance policies subject to such reinsurance. Reinsuranc® catracts
relieve us from ouobligations to policyholders. Failure of reinsurers to honor their obligations could result in losses to us. We believ
that the terms of our reinsurance contracts are consistent with industry practice in that they contain standard tespectitines

of business covered, limit and retention, arbitration and occurrence. We believe our reinsurers are financially sowmhrbased
ongoing review of the financial strength ratings assigned to them by rating agencies, their reputations iutheoceimarketplace,

our collections history, advice from third parties and the analysis and guidance of our reinsurance advisors.

Reference is made to Noid d i Rei nsur ancebo in the Not es to Consolidated
Al nvol unt ary Relosi dual Mar ket s o

Our 2@0 reinsurance program for our Commercial Lines and Personal Lines segments is substantially consistent with our 2C
program design. The following discussion summarizes both o@ &1 2@0 reinsurance programs for our Commercial Lines and
Personal Lines segments (excluding coverage available under the U.S. federal terrorism program which is lielsevibader

A Trer or i smo) , but does not purport to be a complete denaycr i p

apply:

i Our Commercial Lines and Personal Lines segmeardgsprimarily protected by a property catastrophe occurrence
program a property per risk excess of loss treaty, as well as a casualty excess of loss treaty, with retentions of $2
million, $2 million, and $2 million, respectively. We have lower retentions in place for certain lines, as discussed below.

i The property catasiphe occurrenceprogram provides coverage, on an occurrence basis, up to7%1bilion
countrywide, less a $200 million retention, with no-paticipation, for all defined perilsAdditionally, there is an
aggregate feature, effectivily 1, 20B throudh June 30, 2020, whicprovides for up to $75 million of coverage in
excess of $300 million in aggregatatastrophdéosses The catastrophe losses subject to the aggregate feaeulienited
only to those events that exceed $7.5 million of incurred $ogeeevent.

i The property per risk excess of loss treaty provides coverage, on a per risk basis, up to $100 million, less a $2 milli
retention, with a cgparticipation for the second half of 2D&nd the first half of 2P0 of 43% for reinsurance placead
the $2 million to $3 million layer27.5% for $0.5 million in excess of the $3 million layand no ceparticipation for
reinsurance placed excess ofthe $35 million to $100 million layer. There is a $10 million annual aggregate deductible
for the $10 million excess of $10 million layer. Accordingly, we retain $10 million of loss excess of the $10 million
attachment point before we can make a reinsurance recovery from the $10 million excess of $10 million layer.

1 The casualty excess of loss treptpvides coverage, on a per occurrence basis for each loss, up to $75 million less a $:
million retention, with no ceparticipation. The casualty program for 2019 provides coverage for management liability and
healthcare lines in a $1 million to $2 miltidayer, with ceparticipations ranging from 35% to 55% through December
31, 2019. This portion of the program was not renewed for 2020.
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1 For 2019 and 2020, Commercial Lines segments are further protected by excess of loss treaty agreements for spe
lines of business. For example, the surety and fidelity bond excess of loss treaty provides coverage, on a per princi
basis, up to $40 million, less a $5 million retention, witkpeaticipations of 50% for the $5 million to $10 million layer
and no cepatticipation for the $10 million to $40 million layer.

i In addition to certain layers of coverage from our Commercial and Personal Lines segment reinsurance program
described aboveianover Programalso includes surplus share, quota share, excess ofstogsloss, facultative and
other forms of reinsurance that cover the writings fiéamoverspecialty and proprietary programs. Thereaavariety of
differentprograms, and the reinsurance structuigeiserallycustomized to fit the exposure profile feach program.

Our intention is to renew the surety and fidelity bond treaty, the property per risk excess of loss treaty and the gtegissphe
treaty in July 2@0 with the same or similar terms and conditions, but there can be no assurance wiktbe able to maintain our
current levels of reinsurance, pricing and terms and conditions. QQrc28ualty excess of loss treaty is effective January2Q.20

Terrorism

As a result of the continuing threat of terrorist attacks, the insurance industry maintains a high level of focus withoréspec
potential for losses caused by terrorist acts. Insured losses may encompass people, property and business opesdtiondetover
workersd compensation, commerci al multiple peri./l an certait her
cases, such as workersé compensation, we ar e n tatory@duitementso e
or competitive pressures. We continually evaluate the potential effect of these low frequency, but potentially highegentsiiy

our overall pricing and underwriting plans, especially for policies written in major metropolitzs are

Although certain terrorismelated risks embedded in our Commercial and Personal Lines are covered under the existing Catastrop!
Property per Ri sk and Caswualty Excess ofi Reingusasce Program @veait ew &
above for additional information), private sector catastrophe reinsurance is limited or unavailable for losses attrdmisedfto
terrorism, particularly those involving nuclear, biological, chemical and/or radiological events. As a resultdthesit r y 6 s p
reinsurance protection against laigmale terrorist attacks in the U.S. is provided through a federal program that provides
compensation for insured losses resulting from acts of terrorism.

The Terrorism Risk Insurance Act of 2002 fisss t abl i shed the Terrorism Risk I nsuran
the Program applies to workersdé6 compensation, commer cfi al
written policies. In December 2019, legislativas enacted to extend the current Program, which would have expired in December
2020, through December 2027. All commercial property and casualty insurers are required to participate in the Progréme. Under
Program, a participating issuer, in exchangenfiaking terrorism insurance available, may be entitled to be reimbursed by the Federal
government for a portion of its aggregate losses. The Program does not cover losses in surety, Personal Lines orrdensimthe
business. Losses caused by tastacts are not excluded from homeowners or personal automobile policies.

As required by the curremrogram, we offer policyholders in specific lines of commercial insurance the option to elect terrorism
coverage. In order for ads to be reinsured under tReogram, the loss must meet aggregate industry loss minimums and must be the
result of an act of terrorism as certified by the Secretary of the Treasury in consultation with the Secretary of Homelandrise

the U.S. Attoney General. Losses from acts which do not qualify or are not so certified widlagitve the benefit of thérogram and

in fact, may be deemed covered losses whether or not terrorism cowamgerchased:urther, under The Terrorism Risk Insurance
Program Reauthorization Act of 2015, our share of U.S. domestic lossesdifir@filsuch events, if deemed certified terrorist events,
would have beehimited to 19% of losses in excess of an approximat8million deductible which represemrid 19.8% of year-end

2018 statutory policyholder surplus of our insurers, andder the 2019 rauthorizationjs estimated tde $455.7million in 2020,
representingl84% of 2019 yearend statutory patyholder surplus,up to a combined annual aggregate limit for federal
government and all insurers of $100 billion. Such events could be material to our financial position or results of operations

Given the unpredictability of terrorism losses, future losses from acts of terrorism could be material to our apsudtndginancial
position, and/or liquidity. We attempt to manage our exposures on an individual line of business basis and in the aggnedetié b
square mile grids in major metropolitan areas.

Reinsurance Recoverables

When we experience lossents that are subject to a reinsurance contract, reinsurance recoveries are recorded. The amount of
reinsurance recoverable can vary based oreslinatecsize of the individual loss or the aggregate amount of all losses in a particular
line, book of business or an aggregate amount associated with a particular accident year. The valuation of losses demmratable

on whether the underlying loss is a repd loss, or an incurred but not reported loss. For reported losses, we value reinsuranc
recoverables at the time the underlying loss is recognized, in accordance with contract terms. For incurred but ntdseesried
estimate the amount of reimsimce recoverable based on the terms of the reinsurance contracts and historical reinsurance recov:
information and apply that information to the gross loss reserve estimates. The most significant assumption we usmagetbzave

of the individual bsses that will exceed our reinsurance retentions for those claims that have occurred but have not yet been repo
to us. The reinsurance recoverable is based on what we believe are reasonable estimates and is disclosed separatigiah the fi
statenents. However, the ultimate amount of the reinsurance recoverable is not known until all losses are settled.
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Other than our investment portfolio, the single largest asset class is our reinsurance receivables, which consist oftewf estima
amounts recaarable from reinsurers with respect to losses incurred to date (including losses incurred but not reported) and unear
premiums, net of amounts estimated to be uncollectible. These estimates are expected to be revised at each reportthgumdriod a
revisions, which could be material, affect our results of operations and financial position. Reinsurance recoverablesnioghide a
due from state mandatory reinsurance or other involuntary risk sharing mechanisms, and private reinsurers to whom we h
voluntarily ceded business.

We are subject to concentration of risk with respect to reinsurance ceded to various mandatory residual marketsnéapiititisga
mechanisms. As a condition to conduct business in various states, we are required tatpainigigsidual market mechanisms,
facilities and pooling arrangements which usually are designed to provide insurance coverages to individuals or cthiaeati¢ie
otherwise unable to purchase such coverage voluntarily or at rates deemed rea3twesklenarket mechanisms, facilities and
pooling arrangements compri§d,031.6 million of our total reinsurance recoverables on paid and unpaid losses and unearnec
premiums at Decemb@&d, 20D, $1,023.7 million of which is attributable tathe Michigan Ctastrophic Claims Association
(AMCCAOQ) .

The MCCA is a mandatory reinsurance association which rei
coverage whicleurrentlyis required under all Michigan automobile insurance policies MGEA reinsures all such claims in excess

of a statutorily established company retention, currentBOE®0. Funding for MCCA comes from assessments against automobile
insurers based upon their share of insured automobiles in the state. Insurers acktallpass along this cost to Michigan automobile
policyholders. This recoverable accounted@@®oand 64% of our total personal automobile gross reserves at Decgéintaér19 and

2018, respectivelyBecause the MCCA is supported by assessments pernbijtestatute, and there have been no significant
uncollectible balances from MCCA identified during the three years ending Dec8inb20®, we believe that we have no
significant exposure to uncollectible reinsurance balances from this étitiscussed nder A RiITMkcRagtaar 1 P |
in June 2019, Michigan enacted major reforms of its current system governing personal and commercial automobile ingseance. Tl
changes, among other things, will eliminate, effective July 2, 2020, the reqotréargurchase unlimited personal injury protection
and are also expected in July 2021, to implement cost savings measures with respect to personal injury protectionwdéigs, inc
MCCA-reinsured claims. Our current estimate of MCCA reinsurance redes/abs not been reduced for these potential future claim
cost savings.

In addition to the reinsurance ceded to various residual market mechanisms, facilities and pooling arrangerhente$779.4

million of reinsurance assets due from traditional igies as of December 31, ZDThese amounts are due principally from highly
rated reinsurers, defined as ratedof higher by A.M. Best or other equivalent ratagency In certain instances, for example in our
Hanover Programs business, we also recuileposit of assets in trust, letters of credit or other acceptable collateral. This would be to
support balances due from reinsurers that provide reinsurance only on a collateralizetiheagiiowing table displays balances
recoverable from our temigest reinsurance groups at December 319,24ldng with theA . M. Best rating for
parent or lead rating unit, if an A.M. Best rating is availaBleinsurance recoverables are comprised of paid losses recoverable,
outstanding lossagcoverable, incurred but not reported losses recoverable, and ceded unearned premium.

A.M. Best Reinsurance
REINSURERS Rating Recoverable
(in millions)
HDI Group (Hannover Ruckversicherungs AG) A $ 126.4
Lloyd's Syndicates A 96.5
Alleghany Corporation (Transatlantic Reinsurance Co.) A+ 794
Swiss Re Ltd. A+ 74.C
Toa Reinsurance Company Ltd. A 64.C
Munich Reinsurance Companies A+ 58.2
Axis Capital Holding Ltd. A+ 28.€
Siwardl Reinsurance Company Ltd. D 23.1
EXOR N.V. (Partner Reinsurance Company of the U.S.) A+ 22.7
Markel Corporation A 19.3
Subtotal 592.2
All other reinsurers 187.2
Residual markets, facilities, and pooliagangements 1,034.¢
Total $ 1,814.(

(1) No A.M. Best rating available. Reinsurance recoverable fully collateralized by assets in trust.
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Reinsuranceecoverable balances in the table above are shown before consideration of balances owed to reinsurers and any pote
rights of offset, including collateral held by us, and are net of an allowance for uncollectible recoverables. Reinsatascarg
generally purchased on an annual basis. Treaties typically contain provisions that allow us to demand that a reinstiess jpbst |
credit or assets as security if a reinsurer is an unauthorized reinsurer under applicable regulations or if itdlgatieigw a
predetermined contractual l evel . I'n regards to r ei nchainrolhnc e
securityo afforded to all of its policyhol de efthe failure ofuan s e
individual syndicate and its capital providers.

Although reinsurance makes the reinsurer liable to us to the extent the risk is transferred or ceded to the reinsueanscedext
arrangementdo not eliminate our obligation fmay claims to our policyholders. Accordingly, we bear credit risk with respect to our
reinsurers. Specifically, our reinsurers may not pay claims made by us on a timely basis, or they may not pay somgheseall of
claims. In addition, from time to timmsurers and reinsurers may disagree on the scope of the reinsurance or on the underlyin
insured risks. Any of these events would increase our costs and could have a material adverse effect on our business.

We have established a reserve for uncollectible reinsuiar®9 million as of DecembeBl, 2019, 00.2% of thetotal reinsurance
recoverable balance, which was determined by considering reinsurer specific default risk on paid and unpaid recs\veditA&sda

by their financial strength ratings, any ongoing solvency issues, any current risk of dispute on paid recoverables, ad our f
collection experience. There have been no significant balances determined to be uncollectible and thus i sharifiea recorded
during 20D for uncollectible reinsuranaecoverables.

Our exposure to credit risk from any one reinsurer is managed through diversification by reinsuring with a number af differe
reinsurers, principally in the United States anddpean reinsurance markets. When reinsurance for our Commercial and Personal
Lines segments is placed, our standards of acceptability generally require that a reinsurer must have a minimum pslicghugder

of $500 million, a rating from A.M. Bestand/&r& P of fA A0 or better, or an equivalent
lower ratedor nonratedreinsurerswe customize collateral and restrict participation to effectively manage counterparty risk, with
review and approval required bye counterparty credit committee.

REGULATION

Our property and casualty insurance subsidiaries are subject to extensive regulation in the states in which they tresssaantus

are supervised by the individual state insurance departments. Numereats agfpour business are subject to regulation, including
premium rates, mandatory covered risks, limitations on the ability taer@@w, reject business or limit writings in certain geographic
areas, prohibited exclusions, licensing and appointmenteasftagrestrictions on the size of risks that may be insured under a single
policy, reserves and provisions for unearned premiums, losses and other obligations, deposits of securities for thé benefi
policyholders, investments and capital, policy formd aoverages, advertising, and other conduct, including restrictions on the use of
credit information and other factors in underwriting, as well as other underwriting and claims practices. These rdgmittibas
ability of insurers to underwrite oripe policies on the basis of available thpda r t y i nf or mati on (such a
dat ao. Il nsurers are also subject to state | aws andctediathau|l a't
ordinary course of agrations. States also regulate various aspects of the contractual relationships between insurers and indepen
agents.

Such laws, rules and regulations are usually overseen and enforced by the various state insurance departments, asigiell as th
private rights of action and by state attorneys general. Such regulations or enforcement actions are often responsive to cul
consumer and political sensitivities, such as automobile and homeowners insurance rates and coverage forms, or wraechftmay aris
a major event. Such rules and regulations may result in rate suppression, limit our ability to manage our exposurdaiolelprofi
volatile risks, require expenditures to facilitate compliance, or lead to fines, premium refunds or other adversermmssethe
federal government also may regulate aspects of our businesses, such as the use of insurance (credit) scores or tittmeeininforma
underwriting and the protection of confidential information.

In addition, as a condition to writing businessdertain states, insurers are required to participate in various pools or risk sharing
mechanisms or to accept certain classes of risk, regardless of whether such risks meet their underwriting requirerhamteryor vo
business. Some states also limitimpose restrictions on the ability of an insurer to withdraw from certain classes of business. For
exampl e, Massachusett s, New York and California each iismpo:
exposures or to withdrawrdm certain lines of business in their respective states. The state insurance departments can impc
significant charges on an insurer in connection with a market withdrawal or refuse to approve withdrawal plans on théhgtounds
they could lead to markedisruption. Laws and regulations that limit cancellation and-reaewal of policies or that subject
withdrawal plans to prior approval requirements may significantly restrict our ability to exit unprofitable markets. Bunchaact
related regulatoryestrictions may limit our ability to reduce our potential exposure to hurricdated losses.

The insurance laws of many states subject property and casualty insurers doing business in those states to statutarydpropert:
casualty guaranty fund asse®ents. The purpose of a guaranty fund is to protect policyholders by requiring that solvent property an
casualty insurers pay the insurance claims of insolvent insurers. These guaranty associations generally pay thesessksgisgoy a
solvent insurerpr oporti onately based on each insurerds share of v
associations provide for recovery of assessments through subsequent rate increases, surcharges or premium tax @sedlts, there
assurance thansurers will ultimately recover these assessments, which could be material, particularly following a large catastropl
or in markets which become disrupted.
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We are subject to periodic financial and market conduct examinations conducted by statedardgpartenents. We are also required

to file annual and other reports with state insurance departments relating to the financial condition of our insurarareesdrsid

ot her matters. The National Associ at iFederal imdurancenGfficer aaerneach activelyn m
engaged in reviewing and considering proposed insureibdskd capital standards, risk analysis, solvency assessments and othel
regulatory initiatives.

Other aspects of our business are subject to regulatioveldsFor example, Opus is subject to regulation by the Securities and
Exchange Commi ssion (ASECO0) and state securities | aws re
management services.

INVOLUNTARY RESIDUAL MARKETS

As noted abo®, as a condition of our license to write business in various states, we are required to participate in mandatory prope
and casualty residual market mechanisms which provide insurance coverages where such coverage may not otherwisedse availa
at raes deemed reasonable. Such mechanisms provide coverage primarily for personal and commercial property, personal
commerci al automobil e, and workersdé compensation, andls, i nc
jointunde wr i ting associations, fair access to insurance requir

For example, since most states compel the purchase of a minimal level of automobile liability insurance, states havestewetbpe
market mechanisms to provide the required coverages and in many cases, optional coverages, to those drivers who, bécause of
driving records or other factors, cannot find insurers who will insure them voluntarily. Also, FAIR plans and other sapéey p
insurance shared market mechanisms increase the availability of property insurance in circumstances where homeowrer®are una
obtain insurance at rates deemed reasonable, such as in coastal areas or in areas subject to other hazardsuldceng#th@ns
business in such states are often required to pay assessments to cover reserve deficiencies generated by such plans.

With respect to FAIR plans and other similar property insurance shared market mechanisms that have significant exjgosures,
difficult to accurately estimate our potential financial exposure for future evAesgessments following a large coastal event,
particularly one affecting Massachusetts, Texas, New York or North Carolina, or a large wildfire event affecting & aldatdibe
material to our results of operatior@ur participation in such shared markets or pooling mechanisms is generally proportional to our
direct writings for the type of coverage written by the specific pooling mechanism in the applicable sthter qurisdiction. For
exampl e, we are subject to mandatory participation in the
plan covering people injured in uninsured motor vehicle accidents. Our participation in the MAC fadilityed on our share of
personal and commercial automobile direct written premium in the state and resulted in underwriting losses of $1319 20ill&n i
There were no other mandatory residual market mechanisms that were significant to our 201 gserigdions.

RESERVE FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES

Reference is made tioSegméheisRielstesr veef f@perlLaotsisoenss and Loss Adj u:
Discussion and Analysis for discussion of prior yel@velopment. Additionally, information regarding loss and LAE reserve
development appears in Note 157 Li abi |l i ti es for Outstanding Cl ai ms, Losse

Consolidated Financial Statements.

The following table reconas reserves determined in accordance with accounting practices prescribed or permitted by insuran
statutory authorities (AStatutoryo) to reserves detenmi Med
primary difference beteen the Statutory reserves and our GAAP reserves is the requirement, on a GAAP basis, to present reinsura
recoverables as an asset, whereas Statutory guidance provides that reserves are reflected net of the correspondieg reinst
recoverables. We dpnot use discounting technigues in establishing GAAP reserves for property and casualty losses and LAE, n
have we participated in any loss portfolio transfers or other similar transactions.

DECEMBER 31 2019 2018 2017
(in millions)
Statutory reserve for losses and LAE $ 4184.: $ 3,935.¢ $ 3,717.¢

GAAP adjustments:
Reinsurance recoverables on unpaid losses of our

insurance subsidiaries 1,574.¢ 1,472.¢ 1,455.(
Statutory reserves for discontinued accident and health business (113.2) (112.9) (122.49)
Other 8.6 8.3 8.1

GAAP reserve for losses and LAE $ 5,654+ $ 5304.1 $ 5,058.k

Reserves for discontinued accident and health business of our insurance subsidiaries are included in liabilities afediscontin
operations for GAAP and loss and loss adjustment expenses for Statutory reporting.
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DISCONTINUED OPERATIONS

Discontinued operations include our discontinued accident and health and life businesses and our former Chaucer operations.
Accident and Health and Life Businesses

The discontinued accident and health business includes interests in 24 acadeedltinreinsurance pools and arrangements that we

retained subsequent to the sale of First All merica Financ
premiums in this business in 1999, subject to certain contractual obligattenseinsurance pool business consists primarily of-long
term care, the medical and disability portions of wdanker s

term disability, and special risk business. This business alsalggresidual health insurance policies. Total reserves for the assumed
accident and health business were $11dIBon at DecembeB1, 2019. The longerm care pool accounted for approximately 71% of
these reserves as of December 31, 2019. Reservekefdorigterm care pool, individual medical, and residual health insurance
policies are discounted. Reserves for all other assumed accident and health business are undiscounted. Assets anthtebildies
the discontinued accident and health busieesseflected as assets and liabilities of discontinued life businesses.

Loss estimates associated with substantially all of the discontinued accident and health business are provided by neaichgers of
pool. We adopt reserve estimates for this busittestsconsider this information, expected returns on assets assigned to this busines:
and other facts. We update these reserves as new information becomes available and further events occur that malimfféet the u
resolution of unsettled claims. Based information provided to us by the pool managers, we believe the reserves recorded related t
this business are adequate. However, since reserve and claim cost estimates related to the discontinued accidentuaimk$alth b
are dependent on severasamptions, including, but not limited to, morbidity, lapses, future premium rates, future health care costs
persistency of medical care inflation and investment performance, and these assumptions can be impacted by technicahtdevelopr
and advancemenis the medical field, medical and lostgrm care inflation and other factors, there can be no assurance that the
reserves established for this business will prove sufficient. Revisions to these reserves could have a material advarseueffec
resultsof operations for a particular quarterly or annudltemper.i
1A.

Our longterm care pool accounts for the majority of our remaining reinsurance pool business. The potential risk anel @xpos
long-term care pool is based upon expected estimated claims and payment patterns, using assumptions for, among other th
morbidity, lapses, future premium rates, and the interest rate used for discounting the future projected cashvéithas, regulatory
developments affecting the ceding insurers. The-teng exposure of this pool depends upon how our actual experience compares
with these future cash flow projection assumptions.

Our former life insurance businesses, which are alsadecl in discontinued operations, include activities that were not significant to
our 2019, 2018 or 2017 results, although we retain tax and other indemnification obligations with respect to these.businesses

Chaucer

In 2018, we sold the majority of our Qler segment. Prior to the sale, this business reflected our international property and casualt
insurance products that were sold through a whoiiyed subsidiary, Chaucer, which operates through the Society and Corporation
of Ll oydodés ( ddmicieyidtheb.&.)We aubsgqueénty completed the sales of the Chaataed Irish and Australian
entities on February 14, 2019 and April 10, 2019, respectiiiying 2019, we received a cash payment of $22.0 million in final
settlement of the contiyient proceeds related to the Chaucer transaction. Results from the Chaucer segment were not significant
20109.

See also the ADiscontinued Chaucer Busi nesso seicitDiosnc oinmt ior
Oper at i oNo=dto Gonsolitated Financial Statements.

INVESTMENT PORTFOLIO

Our wholly-owned subsidiary, Opus, is responsible for managing our investment portfolio. Opus directly manages our entire fixe
maturity and equity security portfolios, which together with cash, constitute approximately 91% of our investment gopislis.

also responsible for the selection and monitoring of external asset managers for our commercial mortgage loan pagiuipations
limited partnership investments. We select and monitor external managers based on investment style, performanceatad corp
governance.
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Our investments are generally of high quality and our fixed maturities and equities are broadly diversified across gexfioredf
income and equity markets. Our overall investment strategy is intended to balance investment incaneelitvitnd interest rate risk,
while maintaining sufficient liquidity and providing the opportunity for capital growth. The asset allocation processitakes i
consideration the types of business written and the level of surplus required to suppdifeant dusinesses and the risk return
profiles of the underlying asset cl asses. We recogni mé&@ En\
include in the fundamental investment research process performed because thesecdaciofluence the sustainability of an
investment and its risk and return profile. We look to balance the goals of capital preservation, net investment indityne stabi
liquidity and total return.

The majority of our assets are invested in the fixednme markets. Through fundamental research and credit analysis, with a focus
on value investing, Opus seeks to identify a portfolio of stable ingmoducing higher quality U.S. government, foreign government,
municipal, corporate, residential and commaranortgagebacked securities and as$eicked securities. We have a general policy of
diversifying investments both within and across major investment and industry sectors to mitigate credit and intedst\\&te ri
monitor the credit quality of our imstments and our exposure to individual markets, borrowers, industries, sectors and, in the case
commercial mortgagbacked securities and commercial mortgage loan participations, property types and geographic locations.

Investments held by our insui@n subsidiaries are subject to diversification requirements under state insurance laws. Investmel
considerations include asset/liability profile, including duration, convexity and other characteristics within specitiel@rasices.

The investment pdidlio duration is approximately 4.3 years. We seek to maintain sufficient liquidity to support our cash flow
requirements by monitoring the cash requirements associated with our insurance and corporate liabilities, ladderingtidse matur
within the portblio, closely monitoring our investment durations, holding high quality liquid public securities and managing the
purchases and sales of assets.

Reference is made to Alnvestmentso in Managementds Discuss
RATING AGENCIES

Insurance companies are rated by financial strength rating agencies to provide both industry participants and insuraecg consu
information on specific insurance companies. Hi gher datir
stability and a stronger ability to pay claims.

Strong ratings are important factors in marketing our products to our agents and customers, since rating informatidy is broa
disseminated and generally used throughout the industry. We believe that aarg -6o fori /i gher from A. M.
important for our business. Insurance company financial strength ratings are assigned to an insurer based upon factorstdeemed
rating agencies to be relevant to policyholders and are notetiremward protection of investors. Such ratings are neither a rating of
securities nor a recommendation to buy, hold or sell any security.

EMPLOYEES

As of DecembeB1, 2019, we had approximately 4,38Mployees, all of whom are located in the UnitedeStaWe believe our
relations with employees are good.

EXECUTIVE OFFICERS OF THE REGISTRANT
Reference i s made to fnDirectors andlteBX¥ecutive Officers of
AVAILABLE INFORMATIO N

We file our annual report on Form-¥) quarterly reports on Form 1Q, current reports on Formkg, our definitive proxy statement
on Schedule 14A, and other required information with the SEC. Shareholders may obtain reports, proxy and informatiots,stateme
and other information with respectt our f il ings, at the SEC6s website, https:/

Our website address is https://www.hanover.com. We make available, free of charge, on or through our website, our gnmual repo
Form10-K, quarterly reports on Form 4@, current reports on ForBiK, and amendments to those reports filed or furnished pursuant
to Sectionsl3(a) or 15(d) of the Securities Exchange Act of 1934, as soon as reasonably practicable after we electronically file st
material with, or furnish it to, the SEC. Our Code ain@uct is also available, free of charge, on our website. Additionally, our
Corporate Governance Guidelines and the charters of our Audit Committee, Compensation Committee, Committee of Indepenc
Directors and Nominating and Corporate Governance Conanite available on our website. All documents are also available in
print to any shareholder who requests them. Unless specifically incorporated by reference, information on our webgég if not
this Annual Report on Form 1K.
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ITEM 1AiRISK FACTORS

RISK FACTORS AND FORWARD LOOKING STATEMENTS

We wish to caution readers that the following important factors, among others, in some cases have affected, and incthduture
affect, our actual results and could cause our actual results to differ materially from historical results and from phessedxn any
forward-looking statements made from time to time by us on the basis of out thenr e n t expectations.
Afanticipatesodo, fexpectsod, Aprojectionso, Aoutl ookbar dehedod
similar expressions are intended to identify forwérdking statements. Our businesses are in rapidly changing and competitive
markets and involve a high degree of risk and unpredictability. Forh@kling projections are subject to thesisks and
unpredictability.

Our results may fluctuate as a result of cyclical or nayclical changes in the property and casualty insurance industry.

The property and casualty insurance industry historically has been subject to significant fluctaationscertainties. Our
profitability is materially affected by the following items:

ll

|l

increases in costs, particularly increases occurring after the time our insurance products are priced, including constructi
automobile repair, and medical and rehadtiiitn costs. This includes inflation, rises in the cost of products due to tariffs
or ot her factors and fAcost shiftingo from health in:c
increasing number of injured parties without heafisurance, coverage changes in health policies to make such coverage
secondary to casualty policies, the further implementation or the repeal of national healthcare legislation, lowe
reimbursement rates for the same procedures by health insurers or genvespomsored insurance, or the
implementation of the Medicare Secondary Payer Act, which imposes reporting and other requirements with respect
medical and related claims paid for Medicare eligible individuals). As it relates to construction, trefteratemporary
increases in the cost of building supplies and constr
surgeo that causes the cost of | abor, constr ucedbpan msa
catastrophe). In addition, we are limited in our ability to negotiate and manage reimbursable expenses incurred by c
policyholders;

competitive and regulatory pressures, which affect the prices of our products and the nature of the risks covered
volatile and unpredictable developments, including severe weather, catastrophes, wildfires and terrorist actions;

legal, regulatory and socieconomic developments, such as new theories of insured and insurer liability and relatec
claims and extr@ontactual awards such as punitive damages, financed litigation, where a third party unrelated to
l awsuit provides capital to a plaintiff in return foc
inflationo or o tsth eflitigatiom,csizecod jsre avards ror clhahges ircapplicable laws and regulations

(such as changes in the thr es hodcahemicalaniages dra recgverdble tor bbdayu |

injury claims or coverage requirements) that istgaur claim payouts;

fluctuations in interest rates, as a result of a change in monetary policy or otherwise, inflationary pressures, default rat
commodity prices, foreign exchange rates and other factors that affect net income, including withtwéspestment
returns and operating results for certain of our lines of business; and

other general economic conditions and trends that may affect the adequacy of reserves.

The demand for property and casualty insurance can also vary significantlyolagederal economic conditions (either nationally or
regionally), rising as the overall level of economic activity increases and falling as such activity decreases. Losalpattenalsto

vary inversely with local economic conditions, increasing dyrdifficult or unstable economic times and moderating during
economic upswings or periods of stability. The fluctuations in demand and competition could produce unpredictable umderwriti

results.

Actual losses from claims against our property and casyaftsurance subsidiaries may exceed their reserves for claims.

Our property and casualty insurance subsidiaries maintain reserves to cover their estimated ultimate liability for ldgses and
adjustment expenses with respect to reported and unreptated incurred as of the end of each accounting period. Reserves do not
represent an exact calculation of liability. Rather, reserves represent estimates, involving actuarial projections amid jadgme
given time, of what we expect the ultimate seté@tand administration of incurred claims will cost based on facts and circumstances
then known, predictions of future events, estimates of future trends in claims frequency and severity and judicialfthabiligs o
costs of repair and replacemelegislative activity and myriad other factors.
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The inherent uncertainties of estimating reserves are greater for certain types of property and casualty insuranceelimetudée
automobile bodily injury liability, automobile personal injury protentipo gener al l'iability, and wor
period of time may elapse before a definitive determination of ultimate liability may be made, environmental liabilitythehere
technological, judicial and political climates involving thégees of claims are continuously evolving, and casualty coverages such as
professional liability. There is also greater uncertainty in establishing reserves with respect to new business, paeticllasiness

that is generated with respect to newearduict lines, such as our financial institutions and cylsérlines, by newly appointed agents,

or in new geographies where we have less experience in conducting business. In these cases, there is less histodeabexperier
knowledge and less data tlthé actuaries can rely on. Estimating reserves is further complicated by unexpected claims or unintende
coverages that emerge due to changing conditions. These emerging issues may increase the size or number of claims beyon
underwriting intent and ay not become apparent for many years after a policy is issued, such as was the case for the industry w
respect to environmental, asbestos, and certain product liability claims. Similar concerns have emerged with what Heesl been c:
fisi | ent claimsyabsig for cybar losses under traditional policies where such coverage is not contemplated. These losses
reflected as prior year reserve development. Although we undertake underwriting actions designed to limit losses onge emerc
issues aredientified, we remain subject to losses on policies issued during those years preceding the underwriting actions.

Additionally, the introduction of new Commercial Lines products and the development of new niche and specialty linesgwesent
risks. Certainspecialty products, such as the human services progranprafindirectors and officers liability and employment
practices liability policies, lawyers and other professional liability policies, healthcare lines and directors andcoffieerge may

also require a longer period of time (thes@a | | ed fAtai |l 0) to determine the wulti ma:
produce more volatility in our results and less certainty in our accident year reserves. Some lines of business, sych@slssse
susceptible to establishing reserves based on actuarial or historical experience and losses may be episodic, deperatirig anceco
other factors. Changes in laws, suichagsol | ed fArevi ver o statut es woffimitations ot certais p e ¢
claims, such as sexual molestation claims, add further uncertainty to the adequacy of prior estimates.

We regularly review our reserving techniques, reinsurance and the overall adequacy of our reserves based upon, anogs; other th

1 our review of historical data, legislative enactments, judicial decisions, legal developments and trends in imposition
damages, changes in political attitudes and trends in general economic conditions;

i our review of per claim information;
i historical loss experience of our property and casualty insurance subsidiaries and the industry as a whole; and
i the terms of our property and casualty insurance policies.

Underwriting results and operating income could be adversely affected by furimgreshin our net loss and LAE estimates related to
significant events or emerging risks, such as risks related to attacks on or breaches-bastoudata information storage or
computer net wo rrki sskyssot)e, msp r(ifivcaycbye r rcauged byamajoropovger goid failutes o widpspreao n <
electrical and electronic equipment failure due to aging infrastructure, natural factors like hurricanes, earthquakes, saldfi

flares and pandemic or mamnade factors like terrorism.

Estimating bsses following any major catastrophe or with respect to emerging claims is an inherently uncertain process. Factors t
add to the complexity of estimating losses from these events include the legal and regulatory uncertainty, the confatdgity of
contributing to the losses, delays in claim reporting, and with respect to areas with significant property damage, the impact
Ademand surged and a sl ower pace of recovery resultijtmtge fr c
availability and cost of resources to effect repairs. Emerging claims issues may involve complex coverage, liability andt®the
which could significantly affect LAE. As a result, there can be no assurance that our ultimate costs assocititedevatients or
issues will not be substantially different from current estimates (for example, actual losses arising from an eventecwatictav
widely depending on the interpretation of various policy provisions). Investors should consider thendskscertainties in our
business that may affect net loss and LAE reserve estimates and future performance, including the difficulties in auiefng at
estimates.

Anticipated losses associated with business interruption exposure, the impact of msirgiwater as the cause of loss, disputes over
the extent of damage caused by hail storms (particularly with respect to roof damage claims), supplemental paymentssiyn previo
closed claims caused by the development of latent damages or new theoréditf dind inflationary pressures leading to claims
cost escalation could also have a negative impact on future loss reserve development. Many states permit insuredgtoasiarply s
their claims to contractors or others{s@ | | ed fAassiignsnpe)nt wohfi cthenferfequentl y gener
states permit filing of suits without prior discussions, which has a similar effect and also increases loss adjustment costs.

Because of the inherent uncertainties involved in setting reserdesstablishing current and prigre ar fl oss pi cks o
related to catastrophes, we cannot provide assurance that the existing reserves or future reserves established by aod propert
casualty insurance subsidiaries will prove adequateght bf subsequent events. Our results of operations and financial condition
have in the past been, and in the future could be, materially affected by adverse loss development for events thatiwgiiasured
periods.
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Due to geographical concentratiomiour property and casualty business, changes in economic, regulatory and other conditions in
the regions where we operate could have a significant negative impact on our business as a @botgaphic concentrations also
expose us to losses that are patally disproportionate to our market share in the event of natural or other catastrophes.

We generate a significant portion of our property and casualty insurance net premiums written and earnings in Michige
Massachusetts and other states in the Moals t |, including New Yor k. I n addition,
written premium is generated in California. For the year ended Dec&hp@019, approximately 20® and 9.5% of our net
premiums written in our property and casualtyibess were generated in the states of Michigan and Massachusetts, respectively, an
12. 0% of our Commerci al Linesd net premiums written was ¢
significant rate control and residual marketrctiae s |, and restrict an insurero6s abilit:
Commissioner in California has taken steps to limit-nemewal of property policies in geographic areas prone to wildfires). The
revenues and profitability of our pgwerty and casualty insurance subsidiaries are subject to prevailing economic, regulatory,
demographic and other conditions, including adverse weather in Michigan and the Northeast. Because of our geographt®ooncentr
in certain regions, our businesss a whole, could be significantly affected by changes in the economic, regulatory and other
conditions in such areas.

Further, certain new catastrophe models assume an increase in frequency and severity of certain weather or other agdines, such
whether as a result of global climate change or otherwise. Financial strength rating agencies emphasize capital an@ reinsur
adequacy for insurers with geographic concentrations of risk that may be subject to disproportionate risk of loss. disedsofact
may result in insurers seeking to diversify their geographic exposure, which could result in increased regulatory sesttiotisa
markets where insurers seek to exit or reduce coverage, as well as an increase in competitive pressures thetespagea
markets.

Our profitability may be adversely affected if our pricing models differ materially from actual results.

The profitability of our business depends on the extent to which our actual claims experience is consistent with therssauwmpti
use in pricing our policies. We price our business in a manner that is intended to be consistent, over time, withulistaiatinegurn
objectives. Our estimates and models, and/or the assumptions behind them, may differ materially from actual results.

If we fail to appropriately price the risks we insure, fail to change or are slow to change our pricing model to &gpnmitéet our
current experience, or if our claims experience is more frequent or severe than our underlying risk assumptions, @rgprefitiiin

be negatively affected. If we underestimate the frequency and/or severity of extreme adverse eweing, ar financial condition

may be adversely affected. If we overestimate the risks we are exposed to, we may overprice our products, and newolkiness gr
and retention of our existing business may be adversely affected.

Limitations on the abilityto predict the potential impact of weather events and catastrophes may impact our future profits and cash
flows.

Our business is subject to claims arising out of catastrophes that may have a significant impact on our results of apeérations
financial @ondition. We have experienced, and in the future may experience, catastrophe losses that could have a material adv
impact on our business. Catastrophes can be caused by various events, including hurricanes, floods, earthquakes, itathadoes,
hail, fires, drought, severe winter weather, volcanic eruptions, tropical storms, tsunamis, sabotage, terrorist actions, explosic
nuclear accidents, solar flares, and power outages. The frequency and severity of catastrophes are inherently unpredictable.

Theextent of gross losses from a catastrophe is a function of the total amount of insured exposure in the area affectedttgnthe e
the severity of the event. The extent of net losses depends on the amount and collectability of reinsurance.

Additionally, the severity of certain catastrophes could be so significant that it restricts the ability of certain locations tohescover
economic viability in the near term. And, repeated catastrophes or the threat of catastrophes could undermirtertimestongmic
viability of certain locations like coastal or wildfiexposed communities, which could have a significant negative impact on our
business.

Although catastrophes can cause losses in a variety of property and casualty lines, homeowners andalcomitipte peril
property insurance have, in the past, generated the vast majority of our catastfatgte claims. Our catastrophe losses have
historically been principally weatheelated, particularly from hurricanes, or hail damage, as well as anowice damage from
winter storms.

Although the insurance industry and rating agencies have developed various models intended to help estimate potertiss@ssured
under thousands of scenarios, there is no reliable way of predicting the probabslitghoévents or the magnitude of such losses
before a specific event occurs. We utilize various models and other techniques in an attempt to measure and manage pote
catastrophe losses within various income and capital risk appetites. However, sith amddtechniques have many limitations. In
addition, due to historical concentrations of business, regulatory restrictions and other factors, our ability to manage sL
concentrations is limited, particularly in the Northeast and in the state of Michigan

We purchase catastrophe reinsurance as protection against catastrophe losses. Reinsurance is subject to the adegeggsrand coun
reinsurance risks described below. Should we experience losses from one significant or several large catasteghesbéheo
assurance that our reinsurance program will provide adequate coverage levels.
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Our business is dependent on our ability to manage risk, and the failure of the risk mitigation strategies we utilize ewddah
material adverse effect on our financial condition or results of operations.

Our business performance is highly dependerduwmability to manage operational risks that arise from a large number -o6-day
business activities, including insurance underwriting, claims processing, servicing, investment, financial and tax cepopliagce

with regulatory requirements armdher activities. We utilize numerous strategies to mitigate our insurance risk exposure, including:
underwriting; setting exposure limits, deductibles and exclusions to mitigate policy risk; updating and reviewing thexderms a
conditions of our policiesnanaging risk aggregation by product line, geography, industry type, credit exposure and other bases; a
ceding insurance risk. We seek to monitor and control our exposure to risks arising out of these activities throughisevedesrp

risk managemarnframework. However, there are inherent limitations in all of these tactics, and no assurance can be given that the
processes and procedures will effectively control all known risks or effectively identify unforeseen risks or that anserét of
events will not result in loss levels in excess of our probable maximum loss models, which could have a material adiverseieffe
financial condition or results of operations. It is also possible that losses could manifest themselves in waysothat aetidipate

and that our risk mitigation strategies are not designed to address. Such a manifestation of losses could have a enséeeitiéeilv

on our financial condition or results of operations. These risks may be heightened during timekenfjiobgamacroeconomic
conditions.

We cannot guarantee the adequacy of or ability to maintain our current level of reinsurance coverage

Similar to insurance companies, reinsurance companies can also be adversely impacted when catastrophes doguouin sett
retention levels and coverage limits, we consider our level of statutory surplus and exposures, as well as the curegrtereinsu
pricing environment, but there can be no assurance that we adequately set these levels or limits or that visbewid! ip@iatain our
current or desired levels of reinsurance coverbge. parti cul ar , and as discussendtaluohder
our 20 reinsurance programs for the Commercial and Personal Lines are fully .pRei@durance is a@ghificant factor in our
overall cost of providing primary insurance. However, unlike primary insurers, reinsurers are not subject to rate atrigtiense
requiring them to continue availability of reinsurance or limiting cost increases or manclatinge r age f or ms. An i
reinsurance expense is correlated to the level of losses experienced by its reinsurers. Future catastrophic eventhamgestiver

the reinsurance marketplace, including as a result of investment losses ptiatisradue to challenges in the financial markets that
have occurred or could occur in the future, may adversely affect our ability to obtain such coverages, as well as &edceitbely a
cost of obtaining that coverage.

Additionally, the availabilityscope of coverage, cost, and creditworthiness of reinsurance could continue to be adversely affected a
result of not only new catastrophes, but also terrorist attacks and the perceived risks associated with future teitiesstgsmbial
conflicts, including the threat of nuclear conflict, and the changing legal and regulatory environment (including changes which cou
create new insured risks). Federal reinsurance for terrorism risks coverage offered by insurers is available under tdvedfésiera

risk insurance program, but it only applies to certified events of terrorism (as defined in the legislation) and cota&ircapsrand
deductibles. Although the federal terrorism risk insurance program coverage is in effect through Decemhb2r, 3ho2M this
program be modified unfavorably by the government in the future, private reinsurance for events of terrorism may nableetavail

us or available at reasonable or acceptable rates.

Although we monitor their financial soundness, we canrze sure that our reinsurers will pay in a timely fashion, if at all.

We purchase reinsurance by transferring (known as ceding) part of the risk that we have assumed to reinsurance companie
exchange for part of the premium we receive in connectioh thi¢ risk. As of Decemb@&l, 2019, our reinsurance receivable
(including from the MCCA) amounted to approximately $hilion. Although reinsurance makes the reinsurer liable to us to the
extent the risk is transferred or ceded to the reinsurer, it ”oeseclieve us (the reinsured) of our liability to our policyholders.
Accordingly, we bear counterparty risk with respect to our reinsurers, including risks resulting freoooeentration of exposures
within the industry. Although we monitor the finaalcstrength ratings assigned to them by rating agencies, their reputations in the
reinsurance marketplace, our collections history with them, the credit quality of our reinsurers, and the analysis @edofudan
reinsurance advisors, and we belielattthe financial condition of our reinsurers is sound, we cannot be sure that they will pay the
reinsurance recoverables owed to us currently or in the future or that they will pay such recoverables on a tim@lgebasis.
contractual obligations under nsurance agreements are typically with individual subsidiaries akthsurancegroup and are not
typically guaranteed by other group membérsy cert ain circumstances, with fAunaut hoc
strength ratings, we magquire collateral equal to 100% of estimated reinsurance recoverables.
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Climate change may adversely impact our results of operations.

The increased frequency and severity of weatbkated catastrophes and other losses, such as from wildfires, inbyriteel industry

in 2019 and in prior years is increasingly indicative of changing weather patterns and,-alimatemi ng tr ends (A
changeo), which coul d cause srelaed camstrephds woultl lead o digbeerall [bsses, Which r e a
we may not be able to recoup, particularly in a highly regulated and competitive environment, and higher reinsuransenotests. A
above, certain catastrophe models assume an increase in frequency and severity of certain wdshewvents, which could result

in a disproportionate impact on insurers with certain geographic concentrations of risk. This would also likely incrésise dhe
writing property insurance in coastal areas or areas susceptible to wildfires ordlgualiticularly in jurisdictions that restrict pricing

and underwriting flexibility. The threat of rising seas or other catastrophe losses as a result of global climate chalsgecanase
property values in coastal or such other communities to decredsejng the total amount of insurance coverage that is required.

In addition, global climate change could have an impact on assets that we invest in, resulting in realized and unsesizetitase
periods that could have a material adverse impaaobur results of operations and/or financial position. It is not possible to foresee
which, if any, assets, industries or markets will be materially and adversely affected, nor is it possible to foresewttite miguch
effect.

We may incur financid losses resulting from our participation in shared market mechanisms, mandatory reinsurance programs
and mandatory and voluntary pooling arrangements.

In most of the jurisdictions that we operate in, our property and casualty insurance subsidiarexpuiaeel to participate in
mandatory property and casualty shared market mechanisms, govespoestbred reinsurance programs or pooling arrangements.
These arrangements are designed to provide various insurance coverages to individuals or othdratratigestherwise unable to
purchase such coverage or to support the costs of uninsured motorist claims in a particular state or region. We canvizethezdic
our participation in these shared market mechanisms or pooling arrangements will providgitingerofits or losses to us. For the
year ended Decemb8f, 2019, we experienced an underwriting loss of $idilflon from participation in these mechanisms and
pooling arrangements, compared to underwriting losses of $23.2 million and $13.6 miliod8 and 2017, respectively. We may
face similar or more significant earnings fluctuations in the future.

Additionally, increases in the number of participants or insureds ingtatesored reinsurance pools, FAIR plans or other residual
market mechaisms, particularly in the states of Massachusetts, Te&alfornia, New York, or North Carolina, combined with
regulatory restrictions on the ability to adequately price, underwrite, orer@aw business, as well as new legislation, or changes in
exising case law, could expose us to significant risks of increased assessments from these residual market mechanismd. There
also be a significant adverse impact as a result of losses incurred in those states due to hurricane or other highresas sk

as the declining number of carriers providing coverage in those regions. We are unable to predict the likelihood or smglact of
potential assessments or other actions.

We also have credit risk associated with certain mandatory reinsurance @mams , such as the iMicbidan Se
PI'P Reform,d for more information on the MCCA.

In addition, we may be adversely affected by liabilities resulting from our previous participation in certain voluntarty jamghe
casualty assumed reimance pools. We have terminated our participation in virtually all property and casualty voluntary pools, bu
we remain subject to claims related to the periods wheen w
businesses hawwuffered substantial losses during the past several years, particularly related to environmental and asbestos expo
for property and casualty coverages, in some cases resulting from incidents alleged to have occurred decades aganiarerb the
volatility in these businesses, possible issues related to the enforceability of reinsurance treaties in the industrprivtlithg c
history of increased losses, we cannot provide assurance that our current reserves are adequate or that we wlilissetsinctiie
future. Our operating results and financial position may be adversely affected by liabilities resulting from any sudh elaiess of

our loss estimates. As of DecemiBdr 2019, our reserves totaled $3wdlion for these legacy voluntary property and casualty
assumed reinsurance pools, with the | argest being the Exce
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Our businesses are heavily regulated, and changes in regulation may reduce our prafigabil

Our insurance businesses are subject to supervision and regulation by the state insurance authority in each stateawbace we tr
busi ness. This system of supervision and regul ati ofinancid| at
condition, including limitations on the authorization of lines of business, underwriting limitations, the ability to arglittebased
insurance scores, gender, geographic location, information publicly available (such as on social medi&nedccupation, income

or other factors in underwriting, the ability to terminate agents, supervisory and liability responsibilities for agestijniipeof
premium rates, the requirement to write certain classes of business that we might otinesigise charge different premium rates,
restrictions on the ability to withdraw from certain lines of business or terminate policies or classes of policyholestahlikbment

of standards of solvency, the licensing of insurers and agents, compemsatnd contractual arrangements with independent agents,
concentration of investments, levels of reserves, the payment of dividends, transactions with affiliates, changes pfatentioh

of private information of our agents, policyholders, clamsaand others (which may include highly sensitive financial or medical
information or other private information such as sodihal S
approval of policy forms. From time to time, variostates and Congress have proposed to prohibit or otherwise restrict the use of
creditbased insurance scores in underwriting or rating our Personal Lines business. The elimination of the useba$eantedit
insurance scores could cause significant disomgtid our business and our confidence in our pricing and underwriting. Most insurance
regulations are designed to protect the interests of policyholders rather than stockholders and other investors.

Legislative and regulatory restrictions are constantlghéng and are subject to then current political pressures. For example,
foll owing major event s, states have considered, and in s
restrictions on storm deductibles, additional mandatorimclaandling guidelines and mandatory coverages. More recently, the
California Insurance Commissioner requested that all insurers operating in California voluntarily divest from any investgnents
may have in thermal coal and restricted the ability ofieex to norrenew certain coverages in wildfire disaster areas, and the New
York Department of Financial Services and regulatory agencies in other states have enacted comprehensive cybersdamiy regula

Also, the federal Medicare, Medicaid and St&td i | dr enés Health I nsurance Program E;
requirements applicable to property and casualty insurance companies that make payments to or on behalf of claimants who
eligible for Medicare benefits. These requiremereehmade bodily injury claim resolutions more difficult, particularly for complex
matters or for injuries requiring treatment over an extended period, and impose significant penaltiesdonpimmce and reporting
errors. These requirements also haverdased the circumstances under which the federal government may seek to recover fror
insurers amounts paid to claimants in circumstances where the government had previously paid benefits.

State regulatory oversight and various proposals at the federal level, through the Federal Insurance Office or othemageirties
the future, adversely affect our ability to sustain adequate returns in certain lines of business or in some céstingepeditably.

In recent years, the state insurance regulatory framework has come under increased federal scrutiny, and certaiatatate Hagis|
considered or enacted laws that alter and, in many cases, increase state authority to regalate ioempanies and insurance
holding company systems.

Our business could be negatively impacted by adverse state and federal legislation or regulation, or judicial devetmtundémgs, i
those resulting in:

i decreases in rates, including for exampéecre nt r egul at ory or bureau actions
compensation insurance;

limitations on premium levels;

coverage and benefit mandates;

limitations on the ability to manage care and utilization or other claim costs;
requiremets to write certain classes of business or in certain geographies;

=A =4 =4 -4 =4

restrictions on underwriting, on methods of compensating independent producers, or on our ability to cancel or rene
certain business (which negatively affects our ability to reduce ctratiens of property risks);

higher liability exposures for our insureds;

increased assessments or higher premium or other taxes; and

enhanced ability to piercecdmomifauddmadeas ecChwdhllsas rieg
policy limits.

These regulations serve to protect the customers and other third parties who deal with us and are heavily influenked byrteatt
political environment. If we are found to have violated an applicable regulation, administratiudiaal jproceedings may be
initiated against us that could result in censures, fines, civil penalties (including punitive damages), the issuarearafdesst
orders, premium refunds or the reopening of closed claim files, among other consequbasesackions could have a material
adverse effect on our financial position and results of operations.

In addition, we are reliant upon independent agents and brokers to market our products. Changes in regulations reitedeto ins
agents and brokerfdt materially impact the profitability of the agent and broker business or that restrict the ability of agents an
brokers to market and sell insurance products would have a material adverse effect on our business.
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Further, as we continue to expand ousibess into new regions, either organically or through acquisition, we become subject to the
regulations and different regulatory bodies governing such business in those locales.

From time to time, we are also involved in investigations and proceedindedbyal, state, and other governmental and- self
regulatory agencies. We cannot provide assurance that these investigations, proceedings and inquiries will not resgltthatacti
would adversely affect our results of operations or financial condition.

Michigan PIP Reform

Since 1973, the state of Michigan has required all personal and commercial automobile polices issued in the statentefmdtude
personal injury protection (APl PO0) coveradedwiPtl Po btena& fd adp
required to retain a portion of the risk and the Mieatddi ga
reinsurance mechanism, reinsures the portion of the risk in excess ofrthreu r e r 6 setemi@nnT deantarddtoryr retention
amount increases biennially at a statutory mandaaéesl and is currently $580,00Bremiums on Michigan automobile policies
include a charge for both the i nsur ethduwhchage deiermieed byatmdMCGA a
These mandated PIP benefits, which are subject to limited cost and utilization controls, are much greater than proyiddtein an
state. Michigan average automobile premium rates are reportedly the highest in theSthti#sdand this benefit is regarded as a
primary driver to overall premium rates.

In response to concerns about the overall cost and affordability of automobile insurance in Michigan, which has algecttmiibu
reportedly high incidence of uninsurddvers, especially in Detroit and in other urban areas of the state, thestated legislation

in June2019 that will significantly change the rcent nefault and PIP systenThe new legislation will eliminate, effective July 2,
2020, the current redgrement that all insureds purchase unlimited PIP coverage and substitute instead tiered limits, ranging from ze
(for those with certain health benefits meeting specified criteria) to unlimited benefits. In contrast, the minimum efmdilg

injury coverage drivers are required to purchase will increase, and we anticipate an increase in tort liability and relaiadtriitigati
these changes. The legislation includes underwriting and other restrictions and mandates, in addition to subjedtngsated
rules to prior approval from the Michigan Department faeg | n
implementation.

The legislation also imposes various cost controls, including medical fee schedules basedtigeaomMedicare reimbursement
rates, and mandated PIP premium rate reductions with anyeghtpremium rate freeze for the PIP component of automobile
policies. The Michigan Insurance Department is also preparing regulations to establish utilieatiofs. The rate freeze was
effective contemporaneously with the adoption of the legislation and the mandatory rate reduction is effective JulyThe2020.
expense and utilization controls do not go into effect until July 1, 2021.

In response to the gmgs expected to be garnered from the expense and utilization controls when they become effective, the MCC
reassessed its outstanding liabilities and esti mathstahdingh a't
persisteh r eported annual deficit, the MCCAOG6s annual operation
our estimated reinsurance recoverable from the MCCA was $1.0 billion. This estimate has not been reduced for thaipotential f
claimcost savings.

Many medical and other providers who receive reimbursement under the current PIP system strenuously object to thedse sched
cost controls and utilization restrictions imposed by the new legislation. Since the reform legislation ptasl, agde have
experienced an increase in litigation from medical and other providers demanding higher reimbursements under the euorrent sys
On October 3, 2019, litigation caption@shdary et. al. v. USAA Casualty Insurance Company and Citizens Insu@€ormopany of
America[a subsidiary ofTHG], Circuit Court for the County of InghamVichigan Case 19738-CZ, was filed. The plaintiffs seek a
declaratory judgment that the fee schedules, attendant care reimbursement limits, cost controls and utdizat@rs pf the new

|l egi sl ation violate multiple provisions of the Minshigan st

For the year ending December 31, 2019, Michigan personal automobile insurance represented approx¥habélput7total
personal automobile net premiums written. B&premium(which does not include the MCCA pattsough assessmengpresents
approximately 2% of thoseMichigan premiums It is not clear at this time whether projected savings from tHeuscost control
measures, assuming they remain in effect, will be commensurate with the required PIP reductions and rate controls.yAtuenelingl
is increased uncertainty attributable to these changes regarding the future performance of oulRersdnainess.

We are subiject to litigation risks, including risks relating to the application and interpretation of contracts, and adeatsemes
in litigation and legal proceedings could adversely affect our results of operations and financial dondit

We are subject to litigation risks, including risks relating to the application and interpretation of insurance and ceicsuitsacts
and our handling of claim matters (which can lead to bad faith and other forms ot@xtractual liability), and ar routinely
involved in litigation that challenges specific terms and language incorporated into property and casualty contractgjesonsh as
reimbursements, covered perils and exclusion clauses, among others, or the interpretation or adminisinaticcoofracts. We are
also involved in legal actions that do not arise in the ordinary course of business, some of which assert claims fiat anfstabs.
Adverse outcomes could materially affect our results of operations and financial condition.
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We are subject to mandatory assessments by state guaranty funds; an increase in these assessments could adversely affect
results of operations and financial condition.

All fifty U.S. states and the District of Columbia have insurance guaranty funsl deaguiring property and casualty insurance
companies doing business within the state to participate in guaranty associations. These associations are organizedatiyzdy co
obligations under insurance policies issued by impaired or insolvent insucanganies. The associations levy assessments, up to
prescribed limits, on all member insurers in a particular state on the basis of the proportionate share of the prenginrby writt
member insurers in the lines of business in which the impaired ové@mahsurer is engaged. Although mandatory assessments by
state guaranty funds that are used to cover losses to policyholders of insolvent or rehabilitated companies can b#ysubstan
recovered over time through policyholder surcharges or a reduatifutiure premium taxes in many states (provided the collecting
insurer continues to write business in such state), there can be no assurance that will finedeecoupable in the future. During
2019, we had a total assessmen$d® million levied aganst us, with refunds o$1.1 million received in 2019 for a total net
assessment 0.7 million. As of DecembeB1, 2019, we have(#6 million of reserves related to guaranty fund assessments. In the
future, these assessments may increase above levelsemged in prior years. Future increases in these assessments depend upon th
rate of insolvencies of insurance companies.

If we are unable to attract and retain qualified personnel, or if we experience the loss or retirement of key executivtasrokey
employees, we may not be able to compete effectively and our operations could be impacted significantly.

Our future success will be affected by our continued ability to attract, develop and retain qualified executives andy other k
employees, particulBrthose experienced in the property and casualty industry.

Our profitability could be adversely affected by our relationships with our agencies.

We distribute our products exclusively through independent agents and brokers who have the principashipatioith
policyhol der s. Agents and brokers generally own t he n$hipenew
with, and the success of, the agents and brokers with whom we do business.

We periodically review the agensieincluding managing general agencies, with whom we do business, to identify those that do no
meet our profitability standards or are not aligned with our business objectives. Following these periodic reviews, stéanayale
agenci es 0 tamndypes of policies or reninate our relationship with them, subject to applicable contractual and regulator
requirements that limit our ability to terminate agents or require us to renew policies. We may not achieve the desrgdmesul
these meases.

Because we rely on independent agents as our sales channel, any deterioration in the relationships with our indepsndent age!
failure to provide competitive compensation to our independent agents could lead agents to place more premium eeithiesthe

and less premium with us. In addition, we could be adversely affected if the agencies, including managing general atiencies, \
whom we do business exceed the authority that we have given them, fail to transfer premium to us or breacdtithesdhbg) they

owe to us. Although we routinely monitor our agency relationships, such actions could expose us to liability.

Also, if agency consolidation continues at its current pace or increases in the future and more agencies are consolatgted int
agencies or managing general agencies, our sales channel could be materially affected in a number of ways, includiagkietss of
access or market share in certain geographic areas if an acquirer is not one of our appointed agencies, lossatéragentiye
people most knowledgeable about our products and with whom we have developed strong working relationships exit the busir
following a disposition of an agency, increases in our commission costs as larger agencies acquire more negetiatjegver

their fees, and interference with the core agency business of selling insurance due to integration or distraction. Asmyicch d

that materially affects our sales channel could have a negative impact on our results of operationscaaldt@indition.

As the speed of digitization accelerates, we ar e sceblpanct
increasingly digital world, agents who cannot provide a digital or technaldggn experience risk logy customers who demand
such an experience, and such customers may choose to utilize more teclniotegyagents or abandon the independent agency
channel altogether. Additionall vy, i f we ar enaynottbe ablb fo eneet tle Kk ¢
demand from our agents or their customers, which could lead to a loss of customers, agents or both.

We may be affected by disruptions caused by the introduction of new products, related technology changes, and new operatin
mockls in Commercial Lines, Personal Lines and specialty businesses and future acquisitions, and expansion into new geographic
areas.

There are increased underwriting risks associated with premium growth and the introduction of new products or programs in
Commercial Lines, Personal Lines and specialty businesses. Additionally, there are increased underwriting risks astotiated wi
appointment of new agencies and managing general agencies and with the expansion into new geographical areas.
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The introdetion of new Commercial Lines products and the development of new niche and specialty lines, presents new risks. Cert
new specialty products may present |l onger Atail o risales an
including California, presents additional underwriting risks since the regulatory, geographic, natural risk, legal environmer
demographic, business, economic and other characteristics of these states present challenges different from thoss inléine stat
we historically have conducted business. In addition, our agency relationships in these new geographies are not as developed.

Our Personal Lines production and earnings may be unfavorably affected by the continued introduction of new product$, expan
risk appetites and our focus on account business (i.e., policyholders who have both automobile and homeowner insugribatwith u
we believe, despite pricing discounts, will ultimately be more profitable business. We may also experience adveysevskielct
occurs when insureds purchase our products because ofpraeg, operational difficulties or implementation impediments with
independent agents or the inability to grow new markets after the introduction of new products or the appoinemneagents.

As we enter new states or regions or grow our business, there can be no assurance that we will not experience higltetHass tre
anticipated.

We may experience difficulties with technology, implementing new technologies, data seemdpr outsourcing relationships,
which could have a negative impact on our ability to conduct our business.

We use computer systems to store, retrieve, evaluate and utilize customer and company data and information. Our compi
information technology ahtelecommunications systems, in turn, interface with and rely uponrphitg systems, including cloud
based data storage. Our business is highly dependent on our ability and the ability of certain third parties, to acyedsrtieese
perform necessy business functions, including, without limitation, providing insurance quotes, processing premium payments
making changes to existing policies, filing and paying claims, providing customer support and managing investment portfolic
Systems attacksailures or outages could compromise our ability to perform these functions in a timely manner, which could harr
our ability to conduct business and hurt our relationships with our business partners and customers. In the even¢o$actisasa
naturd catastrophe, an industrial accident, a blackout, a computer virus, a cyber security attack or intrusion, a terrooistaitack

or interference from solar flares, our systems or the external systems that we rely on may be inaccessible to oy, exgtmyees

or business partners for an extended period of time. Even if our employees are able to report to work, they may beenfate to
their duties for an extended period of time if our data or the systems that we rely on are disabled @ddestfoyur disaster
recovery plans are inadequate or suffer from unforeseen consequences. This could result in a materially adverse dffggsineasour
results and liquidity.

We increasingly rely on technological and ddtaven solutions to operateur business. If we are slow to adapt to, roll out or
implement new technologies, particularly those that leverage data and analytics, it could materially affect our abiétytihe me
expectations of our customers or compete with more technologicalpt admpetitors, particularly those with more resources to
devote to new technologies or technological enhancements.

In addition, we outsource certain technology and business process functions and data storage to third parties and may d
increasingly inthe future. If we do not effectively develop, implement and monitor our outsourcing strategiepathyrdroviders do

not perform as anticipated or vee theyexperience technological or other problems with a transdioim operationswe may not
reaize productivity improvements or cost efficiencies and may experience operational difficlittgkties for breaches of
confidential informationjncreased costs and a loss of business. Our outsourcing of certain technology, data storage and busin
process functions to third parties may expose us to enhanced risk related to data security, which could result in monetary
reputational damages. In addition, our ability to receive services fromphityg providers outside of the United States might b
impacted by cultural differences, political instability, regulatory requirements or policies inside or outside of theStinésdAs a
result, our ability to conduct our business might be adversely affected.
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Data security incidents, including, but ndimited to, those resulting from a malicious cyber security attack on us or our business
partners and service provider®r intrusions into our systems or data sourcesuld disrupt or otherwise negatively impact our
business.

Our systems and the systethat we rely on, like others in the financial services industry, are vulnerable to cyber security risks, anc
we are subject to disruption and other adverse effects caused by such activities. Large corporations such as ours@magybject
attacks onheir systems and other vulnerabilities to data security incidents. These attacks and incidents have included, or may in
future include: unauthorized access, viruses, malware or other malicious code, ransomware, deceptive social enginegnirsg camp:
@ so known as fiphishingo or fispoofingo), |-pastyserrasror nalieashrice, asf
well as system failures and other security events. Such attacks may have various goals, from seeking confidentiahiofotimea
misdirection of paymentgo causing operational disruption. Such activities could result in material disruptions to our operations
financial loss or material damage to our reputation. Like other companies, we have from time to time egpeamehaee likely to
continue to experience, security eveantsl data intrusiorgnd while none of these events to date have had a material adverse effect on
our business, no assurances can be made that such attacks or security events will not haaé adweaser effect on our business in

the future. As the breadth and complexity of cyber security attacks and other data security events become more prekalent anc
methods used to perpetrate them evolve, we may be required to devote additional pessdimagicial or systems resources, to
protecting our data security or investigating or remediating vulnerabilities as a result of data security incidentso&eels tzsild

be costly in time and expenses, and could detract from resources spentammeoproperty and casualty insurance operations. In
addition, we may not be able to detect an incident, assess its severity or impact, or appropriately respond in a timelyhmhnne
could increase our exposure to an incident.

The third parties witlvhom we work are also subject to these same risks, and we are vulnerable if a cyber security attack or other d
security incident involves a thidarty vendor or service provider. Such an event could threaten to disrupt our business if the thirc
p ar t grétisns argocompromised, or provide attackers an avenue to pivot and attack our systems by exploiting the relationships
we have with our trusted business partners. While we take measures to protect against suahgevetilizifg secure transnsgon
capabilities with thirgparty vendors and others with whom we do business when possible), review and assess our third pal
providers6é cybersecurity control s, as appropriate, tassdre ma k
that our efforts will always be successful.

Any failure to protect the confidentiality of customer information could adversely affect our reputation or expose us & fine
penalties or litigation, which could have a material adverse effect on ausibess, financial condition and results of operations.

We are required to safeguard the confidential personal information of our customers and applicants and are subjeeasiran incr
number of federal, state, local and international laws and regulations regarding privacy and data security, as welttaalcontr
commitments. These lawand regulations are rapidly evolving, complex, vary significantly from jurisdiction to jurisdiction, and
sometimes conflictin the absence of updated, uniform federal privacy legislation, there is a growing trend instlietjons that we
operate in, including California, which recently enacted the California Consumer Privacy Act, to adeppestdie, sweeping
privacy legislation that provides consumers with various privacy rights and imposes significant compliaieres tour covered
companies. Failure to comply with any privacy laws or regulattmsgd subjecusto governmental enforcement actions and fines,
penalties, litigationprivate rights of actioror public statements against us by consumer advocacy grougibess if confidential
customer information is misappropriated from our computer systems, those of our vendors or others with whom we do business
otherwise. Despite the security measures that may be in place, any such systems may be vulnerpiplesotlatacks and security
incidents described above. Any welliblicized compromise of security could deter people from entering into transactions that involve
transmitting confidential information, or damage our reputation, which could have a matdrake effect on our business.
Additionally, the chilling effect of privacy legislation may make our business partners more reluctant to share inforitiatisthat

we may find useful in pricing our products or otherwise conducting our business.

Integration of acquired businesses involves a number of risks.

There can be no assurance that we will be able to successfully integrate future acquisitions or that we will not asswme unkne
liabilities and reserve deficiencies in connection with such aciuisitlf we are unable to successfully integrate new businesses, then
we could be impeded from realizing the benefits of an acquisition. The integration process could disrupt our businisisirand a
successfully integrate newer businesses could baweaterial adverse effect on our business, financial condition and results of
operations.
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Intense competition could negatively affect our ability to maintain or increase our profitability, particularly in lighthaf various
competitive, financial, streegic, technological, structural, informational and resource advantages that our competitors have.

We compete, and will continue to compete, with a large number of companies, including international, national and segimnsal in
specialty insurance cqmanies, underwriting agencies and financial services institutions. We also compete with mutual insuranc
companies, reciprocal and exchange companies that may not have shareholders and may have different profitability targets
publicly or privately owed companies. In recent years, there has been substantial consolidation and convergence among companie
the financial services industry, resulting in increased competition from largecapitalized financial services firms. Many of our
competitors hae greater financial, technical, technological, and operating resources than we do, greater access to data analytic
Aibig datao, and may be able to offer a wider range odur or
compettors also have different marketing, advertising and sales strategies than we do and market and sell their productsréo consul
directly. In addition, competition in the U.S. property and casualty insurance market has intensified over the paseasvditaky
competition has had, and may continue to have, an adverse impact on our revenues and profitability.

The industry and we are challenged by changing practices caused by the Internet, mobile devices, apatiedtimograms relying

on algorithms ad computer modeling to underwrite policies and administer claims, and the increased usage of real time comparat
rating tools and claims management processes, which have led to greater competition in the insurance business intigateghal, par
on the basis of price and pressure to reduce coverages to compete on price and to respond to customer requests as qbiekly as pos

We also face heightened competition resulting from the entry of new competitors and the introduction of new productstdy new &
existing competitors. Recent entries into the property and casualty marketplace by large technology companies, retad,s@mpani
called Al nsurt echoo-tradibiomad msurarees proaiders, whot almeta leveraga their information almdudieect
access to customer s, technol ogy without the burden of | e
intelligence, speed in responding to customer requests or other developing opportunities, may increase compedésmad Incr
competition could make it difficult for us to obtain new or retain existing customers. It could also result in increasiewyioer
administrative, policy acquisition or general expenses as we seek to distinguish our products and serviceserain oo
competitors. In addition, our administrative, technology and management information systems expenditures could incres
substantially as we try to maintain or improve our competitive position or keep up with evolving technology in ordeetdhaeliv
same or similar customer or agency experience as the one offered by our competitors.

We compete for business not just on the basis of price, but also on the basis of product coverages, reputation, &ngtitial str
quality of service (including aeims adjustment service), experience and breadth of product offering. We cannot provide assurance th
we will be able to maintain a competitive position in the markets where we operate, or that we will be able to expamdtiomsope
into new markets.

Weare rated by several rating agencies, and downgrades to our ratings could adversely affect our operations.

Our ratings are important in establishing our competitive position and marketing the products of our insurance companies to
agents and custongerRating information is broadly disseminated and generally used throughout the industry. Many policyholders
particularly larger commercial customers, will not purchase, and many agents will not distribute, products of insuerstiratdt
certain fnancial strength ratings.

Our i nsurance company subsidiaries a& ePaoartéesd. blyhefs.eM.r aBd sn
agencyos opinion of our insurance subsi di ar i e market fplace,ariskc i a
management, and ability to meet their obligations to policyholders. These ratings are not evaluations directed toandestensot
recommendations to buy, sell or hold our securities. Our ratings are subject to periodic rethewdiyng agencies, and we cannot
guarantee the continued retention or improvement of our current ratings. This is particularly true given that rating raggncies
change their criteria or increase capital requirements for various rating levels.

Adowng ade in one or more of 0 U rpayimg ratings goul rfegatovelyrimpact durs buginesa and e
competitive position, particularly in lines where customers require us to maintain minimum ratings. Additionally, a doinngnade

or mae of our debt ratings could adversely impact our ability to access the capital markets and other sources of fundtidncrease
cost of current credit facilities, and/or adversely affect pricing of new debt sought in the capital markets in the dfutaityQto

raise capital in the equity markets could also be adversely affected.
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Negative changes in our level of statutory surplus could adversely affect our ratings and profitability.

The capacity for an i nsur anc e tafunaipnaohitg Statutory supius. Maintaiming@ppeopniater m
levels of statutory surplus, as measured by state insurance regulators, is considered important by state insurancautnguiaésry

and by rating agencies. As our business grows, ora@wuher factors, regulators may require that additional capital be retained or
contributed to increase the level of statutory surplus. Failure to maintain certain levels of statutory surplus couldresdsed
regulatory scrutiny, action by stategrgatory authorities or a downgrade by private rating agencies. Surplus in our insurance compan:
subsidiaries is affected by, among other things, results of operations and investment gains, losses, impairments, @sdraliniden
each of those companies its parent company. A number of these factors affecting our level of statutory surplus are, in turn,
influenced by factors that are out of our control, including the frequency and severity of catastrophes, changes irdgrolicyhol
behavior, changes in rati agency models and economic factors, such as changes in equity markets, credit markets or interest rates

The NAIC uses a system for assessing the adequacy of statutory capital for property and casualty insurers. The sysdsmisknown
based capitali s i n addition to the statesd fixed doll ar mi-basadu m
formulas that apply prescribed factors to the variowmsem ris
capital equirement proportional to the amount of risk assumed by the insurer. Any failure to maintain appropriate levels of statutc
surplus would have an adverse impact on our ability to maintain or grow our business.

We may not be able to grow as quickly or@®fitably as we intend, which is important to our current strategy.

Over the past several years, we have made, and our current plans are to continue to make, significant investments iarola Comm
and Personal Lines of business, in order to, amolmgr ahings, strengthen our product offerings and service capabilities, expand into
new geographic areas, improve technology and our operating models, build expertise in our personnel, and expand @ur distribu
capabilities, with the ultimate goal of aeking significant, sustained growth. The ability to achieve significant profitable premium
growth in order to earn adequate returns on such investments and expenses, and to grow further without proportionsitien increas
expenses, is an important part eff @urrent strategy. There can be no assurance that we will be successful at profitably growing ou
business, or that we will not alter our current strategy due to changes in our markets or an inability to successfuilacoajpizble
margins on new oexisting business or for other reasons, in which case premiums written and earned, operating income and net b
value could be adversely affected.

An impairment in the carrying value of goodwill and intangible assets could negatively impact our comsetldresults of
operations and sharehol dersé equity.

Upon an acquisition of a business, we record goodwill and intangible assets at fair value. Goodwill and intangibleeassatidet
have indefinite useful lives are not amortized, while other intangible assets are amortized over their estimateesisefbdwill

and intangible assets that are not amortized are reviewed for impairment at least annually. Evaluating the recovetatbilagsHts
requires us to rely on estimates and assumptions related to return on equity, margin, growtho@tes rdiss, and other data. There
are inherent uncertainties related to these factors, and significant judgment is required in applying these factors.aGoodwill
intangible asset impairment charges can result from declines in operating resultsudigestitsustained market declines and other
factors. As of Decemb&1, 2019, goodwill and intangible assets that are not amortized t@&818 million and represented
approximately7% o f sharehol dersé equity. Our Usieegses rgprestat 6o of this Halanseay r
Hanover Programs represents 26% of this balance; and, the remaining acquisitions combined represent 7% of this balagce. Alth
we believe these assets are recoverable, we cannot provide assurance that futtie imaskeess conditions would not result in the
impairment of a portion of these assets. Impairment charges could materially affect our financial position and ourégaltsisd

the quarter or annual period in which they are recognized.

We could besubject to additional losses related to the sale of our discontinued FAFLIC and variable life insurance and annuity
businesses and our sale of our Chaucer business.

On January, 2009, we sold our remaining life insurance subsidiary, FAFLIC, to Commdthw&anuity and Life Insurance
Company (ACommonweath Annuityo). Coincident wi t h t he s al
reinsurance contract whereby Hanover Il nsurance asiseassm@&el F
previously owned Commonwealth Annuity, but we sold it in 2005 in conjunction with our disposal of our variable life inanchnce
annuity business. In connection with these transactions, we agreed to indemnify Commonwealth Annuity for cértgantcon
liabilities, including taxes, litigation and certain regulatory matters.

On December 28, 2018, we sold the majority of our Chaucer business (specificallyolr&€ed LI oydds ent i ti
the rest of the Chaucer sale completed prilA2019. In connection with these transactions, we made certain representations anc
warranties and agreed to indemnify China Re for certaisgleecontingent liabilities, including tax and litigation matters.

We cannot provide assurance as to whattsts of any indemnifications will be when they ultimately settle.
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We may incur financial losses related to our discontinued assumed accident and health reinsurance pools and arrangements.

We previously participated, through FAFLIC, in approximately d¢8umed accident and health reinsurance pools and arrangements.
The business was retained in the sale of FAFLIC and assumed by Hanover Insurance through a reinsurance agreemeribrin 1999,
to the sale of FAFLIC to Commonwealth Annuity, FAFLIC had ceasdting new premiums in this business, subject to certain
contractual obligations. Our reinsurance pool business consists primarily efelomgare, the medical and disability portions of
workersd6 compensation r i sks,| malisas lomterch digabilitysaoedrspetial rsk lusingss.n\te ,are i |
currently monitoring and managing the rarf f of our related participation inithe
Businessi Di sconti nued Oper at ilermpoasses famrriskd asdocatedh with iresenves cestablished for these
businesses.

Our longterm care pool accounts for the majority of our remaining accident and health reinsurance pool business. The potential |
and exposure of our lorgrm care pool is based upon expected estimated claims and payment patterns, using assumaiimmg)fo
other things, morbidity, lapses, future premium rates, the impact of policy inflation protection riders, and the inteusstdréor
discounting the future projected cash flows. The {targn exposure of this pool depends upon how our actymdrEsnce compares
with these future cash flow projection assumptions. If any of our assumptions prove to be inaccurate, our reservesdaguydie,ina
which may have a material adverse effect on our results of operdfimnexample, during the fourth guer of 2017, we received
updated future cash flow projections from the manager of ourtkng care pool that reflected a significant increase in projected
claim costs. As a result of this deterioration, we increased oustéwngcare pool reserves B23.3 million (44%), before tax, during
the fourth quarter of 2017 and we continue to monitor developments in the legadgrengare industryAlthough the updated
future cash flow projections from the pool manager received during the fourth qua2@¥8énd 2019 were substantially consistent
with that from the fourth quarter of 2017, there is no assurance that these future cash flow projections will remaimostable i
future.

For some of these pools and arrangements, we variously acted asuaereia reinsured or both. In some instances, we ceded
significant exposures to other reinsurers in the marketplace. The potential risk to us as a participant in such poadiyishatim
other companies that reinsured this business from us may fpdytdheir reinsurance obligations. Thus, we are exposed to both
assumed losses and to credit risk related to these pools.

Based on the information provided by the pool managers, we believe that the reserves recorded related to this bugiressadre ap
However, due to the inherent volatility in this business and the reporting lag of losses that tend to develop over timeghand w
ultimately affect excess covers, as well as uncertainty surrounding both future claim expenses and with future premiets fate
certain of these businesses, there can be no assurance that current reserves are adequate or that we will not hadessadditional
the future. Although we have discontinued participation in these reinsurance arrangements, unreporiedlaimdaeslated to the
years in which we were a participant may be reported, and previously reported claims may develop unfavorably. If any sL
unreported claims or unfavorable development is reported to us, our results of operations and financralnpmgitie negatively
impacted.

Other market fluctuations and general economic, market and political conditions may also negatively affect our business,
profitability, investment portfolio, and the market value of our common stock.

It is difficult to predct the impact of a challenging economic environment on our business. In Commercial Lines, a difficult economy
in the past has resulted in reductions in demand for insurance products and services since there are more comparoegoceasing
business and ére are fewer business staps, particularly as businesses are affected by a decline in overall consumer and busines
spending. Additionally, claims frequency could increase as policyholders submit and pursue claims more aggressiveig {est,in t
fraud incidences may increase, or we may experience higher incidents of abandoned properties or poorer maintenance,|schich may
result in more claims activity. We have experienced duingher
to work, increased surety losses as construction companies experience financial pressures and higher retroactive presyasm retu
audit results reflect lower payrolls. Our business could also be affected by an ensuing consolidation of indeperaierg ins
agencies. Our ability to increase pricing has been impacted as agents and policyholders have been more price sems#ige, custc
shop for policies more frequently or aggressively, utilize comparative rating models or, in Personal Lines inrpauticutadirect

sales channels rather than independent agents. We have also experienced decreased new business premium levels, retenti
renewal rates, and renewal premiums. Specifically, in Personal Lines, policyholders may reduce coverages deduetilges to
reduce premiums, experience declining home values, or be subject to increased foreclosures, and policyholders may oetain old
less expensive automobiles and purchase or insure fewer ancillary items such as boats, trailers and esdtmrabith we provide
coverages. Additionally, if as a result of a difficult economic environment, drivers continue to eliminate automobileegnsuran
coverage or to reduce their bodily injury limit, we may be exposed to more uninsured and underinsaristl coverage losses.
Conversely, favorable economic conditions may also impact our business and results of operations. For example, recent
unempl oyment has caused employers to hire | ess ompensation a c e |
higher commercial automobile losses.
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At DecembeiBl, 2019, we held approximatef§8.2 billion of investment assets in categories such as fixed maturities, equity
securities, other investments, and cash and-¢bort investments. Our inviesents are primarily concentrated in the domestic market.
Our i nvestment returns, and thus our profitabilitymtnsettoat ut
time by conditions affecting our specific investments and, rgereerally, by bond, stock, real estate and other market fluctuations
and general economic, market and political conditions, including the impact of changing government policies, including monete
policies, and geopolitical risks (which may include theatt of terrorism in the Middle East or pandemic events). These broader
market conditions are out of our control. Our ability to make a profit on insurance products depends in significanhpastoms

on investments supporting our obligations undeyse products, and the value of specific investments may fluctuate substantially
depending on the foregoing conditions. We may use a variety of strategies to hedge our exposure to interest and csirmedcy rate
other market risks. However, hedging stgis are not always available and carry certain credit risks, and our hedging could be
ineffective. Moreover, increased government regulation of certain derivative transactions used to hedge certain maaketaisksl

to prevent (or otherwise substiiy increase the cost associated with) hedging such risks.

Additionally, the aggregate performance of our investment portfolio depends, to a significant extent, on the abilitgveStuent
managers to select and manage appropriate investmentsefsltawe are also exposed to operational risks, which may include, but
are not limited to, a failure to follow our investment guidelines, technological and staffing deficiencies and inadegsigte dis
recovery plans. The failure of these investment garsato perform their services in a manner consistent with our expectations and
investment objectives could adversely affect our ability to conduct our business.

Debt securities comprise a material portion of our investment portfolio. The concentrationiofestment portfolio in any one type

of investment, industry or geography could have a disproportionately adverse effect on our investment portfolio. Tl dehters
securities, as well as borrowers under the loans we make, customers, tradirgpeoties, counterparties under swaps and other
derivative contracts, banks which have commitments under our various borrowing arrangements, and reinsurers, may b affecte
declining market conditions or credit weaknesses. These parties may defdh#ironbligations to us due to lack of liquidity,
downturns in the economy or real estate values, operational failure, bankruptcy or other reasons. Future increaseégatemteres
could result in increased defaults as borrowers are unable to pay ttienadithorrowing costs on variable rate securities or obtain
refinancing. We cannot provide assurance that impairment charges will not be necessary in the future. In addition, efaluatior
availablefor-sale securities for othéhantemporary impairmenincludes inherent uncertainty and subjective determinations. We
cannot be certain that such impairments are adequate as of any stated date. Our ability to fulfill our debt and otbes ablidgibe
adversely affected by the default of third partiegteeir obligations owed to us.

Deterioration in the global financial markets may adversely affect our investment portfolio and have a related impaothem our
comprehensive income, shar ehol der s Recengegdndioyactiaty lths sbowesr aitholgh i n
growth continues at a moderate rate, and monetary policies in developed economies currently remain accommodative. helowever
effects of geepolitical developments and conditions in global financial markets could chapgelyrin ways that we cannot
anticipate, resulting in additional realized and unrealized losses.

Market conditions also affect the value of assets under our employee pension plans, including our Cash Balance Plamselbe expe
benefit related to our erfgyee pension plans results from several factors, including, but not limited to, changes in the market value ¢
plan assets, interest rates, regulatory requirements or judicial interpretation of benefits. At D&endbd®, our plan assets
included appoximately90% of fixed maturities and.0% of equity securities and other assets. Additionally, our qualified plan assets
exceeded liabilities b$15.1 million at Decembe31, 2019. Declines in the market value of plan assets and lower interest rates from
levels at Decembé¥l, 2019, among other factors, could impact our funding estimates and negatively affect our results of operatior
Deterioration in market conditions and differences between our assumptions and actual occurrences, and behaviotdf goald res
need to fund more into the qualified plans to maintain an appropriate funding level.

Additional uncertainties, which could affect our business prospects and investments include the current U.S. polititaleatyviro
which is characterized by potially sharp policy differences which may affect all aspects of the economy. The impact of these
differences may accelerate as the country approaches presidential and legislative elections in November 2020.

These same market and political conditions auddrs could also cause the market price of our common stock to fluctuate or become
volatile, which could adversely affect our stock price. Because our stock price is influenced by our financial perfonchasice, i
trends and sentiment and other largexcroeconomic factors that are out of our control, the price of our common stock may not
remain at or exceed current or historical levels.
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We may experience unrealized losses on our investments, especially during a period of heightened volatility, or if assimption
related to our investment valuations are changed, which could have a material adverse effect on our results of operations or
financial condition.

Our investment portfolio and sharehol dersd equity c anarkeb e,
values of our securities. U.S. and global financial markets and economies remain uncertain. Thissatiulld varealized and
realized losses in future periods, and adversely affect the liquidity of our investments, which could have a materiahpdceme

our results of operations and our financial position. Information with respecttointeregrate s t i vi ty i s i ncl ude
Qualitative Disclosureso in Managemento6s Discussi oninduded An
methodologies, estimates, assumptions and judgments that are inherentlyiveubjet open to different interpretations and could
result in changes to investment valuations or the ability to receive such valuations on sale. During periods of matiket, dtisnagy

be difficult to value certain of our securities if trading becsress frequent and/or market data becomes less observable. In addition,
in times of financial market disruption, certain asset classes that were in active markets with significant observahlebdsatanme
illiquid. In those cases, the valuation procesgdudes inputs that are less observable and require more subjectivity and judgment by
management. Furthermore, a change in the subjective methodologies, estimates, assumptions and judgments used to valu
investments could also materially affect théuagion of certain investments.

If, following such declines, we are unable to hold our investment assets until they recover in value, or if such asseteralue
recovers, we would incur othérantemporary impairments that would be recognized as ezhliasses in our results of operations,
reduce net income and earnings per share and adversely affect our liquidity and capital position. Impairment deteriikimations,
valuations, are also subjective, and changes to the methodologies, estimates, @ssuamgti judgments used to determine
impairments may affect the timing and amount of impairment losses recognized in our results of operations. Temporaiy theclines
market value of fixed maturities are recorded as unrealized losses, which do natetfiacome and earnings per share, but reduce
other comprehensive income, which is reflected on our Consolidated Balance Sheets. We cannot provide assurance tlot we wil
have additional othethantemporary impairments and/or unrealized or realizedstment losses in the future.

We invest a portion of our portfolio in common stock or preferred stocks. The value of these assets fluctuates wit therketsit
Particularly in times of economic weakness, the market value and liquidity of theseraagadecline, and may impact net income,
capital and cash flows.

We are exposed to significant capital market risks related to changes in interest rates, credit spreads, and equity piites)ay
adversely affect our results of operations, financiadgition or cash flows.

We are exposed to significant capital markets risk related to changes in interest rates, credit spreads, and equigyifidaas. S
declines in equity prices, changes in interest rates, and changes in credit spreads edw@veaulthaterial adverse effect on our
results, financial position or cash flows. Our exposure to interest rate risk relates primarily to the market price 8od cash
variability associated with changes in interest rates. Our investment portfolio cantarast rate sensitive instruments, such as fixed
income securities, which may be adversely affected by changes in interest rates from governmental monetary policiegndomestic
international economic and political conditions and other factors beyandomtrol. A rise in market yields would reduce the fair
value of our investment portfolio, but provide the opportunity to earn higher rates of return on funds reinvested. Aeftlitieein
interest rates, on the other hand, would increase the faie wdlour investment portfolio, but we would earn lower rates of return on
reinvested assets. We may be forced to liquidate investments prior to maturity at a loss in order to cover liabilitied) and s
liquidation could be accelerated in the event ofi§icant loss events, such as catastrophes. Although we take measures to manage th
economic risks of investing in a changing interest rate environment, we may not be able to mitigate the interest rate Bskeif
relative to our liabilities.

Although there are uncertainties associated witet cessati on of the London I nterbank O
we do not believe that the transition from LIB@Rmaterial to our organization

Our investment portfolio is invested primarily mgh quality, investmenrgrade fixed income securities. However, we also invest in
norrinvestmertgrade high yield fixed income securities and alternative investments. These securities, which pay a higher rate
interest, also have a higher degree oflitrer default risk. These securities may also be less liquid in times of economic weakness ol
market disruptions. Additionally, the reported value of our investments do not necessarily reflect the lowest curreptiosaf@et

the asset, and if we regeisignificant amounts of cash on short notice, we may have difficulty selling our investments in a timely
manner, be forced to sell them for less than we otherwise would have been able to realize, or both. While we have fmocedure
monitor the credit sk and liquidity of our invested assets, we expect from time to time, and particularly in periods of economic
weakness, to experience default losses in our portfolio. This would result in a corresponding reduction of net incdraedozgsta
flows.

Inflationary pressures may negatively impact expenses, reserves and the value of investments

Inflationary pressures in the U.S. with respect to medical and health care, automobile repair and construction cosis, seciakll
inflation of litigation coss, jury awards and settlement expectations, all of which are significant components of our indemnity
liabilities under policies we issue to our customers, and which could also impact the adequacy of reserves we haversgti@side
accident years, mayave a negative effect on our results of operations. Inflationary pressures also cause or contribute to, or are
result of, increases in interest rates, which would reduce the fair value of our investment portfolio.
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We are a holding company and rely on our insurance company subsidiaries for cash flow; we may not be able to receive slividend
from our subsidiaries in needed amounts and may be required to provide capital to support their operations.

We are a holding copany for a group of insurance companies, and our principal assets are the shares of capital stock of the
subsidiaries. Our ability to make required interest payments on our debt, as well as our ability to pay operating expppages an

dividends to shatelders, depends upon the receipt of sufficient funds from our subsidiaries. The payment of dividends by ot
insurance company subsidiaries is subject to regulatory restrictions and will depend on the surplus and future earesggs of th
subsidiaries, as @ as these regulatory restrictions. We are required to notify insurance regulators prior to paying any dividends fro
our insurance subsidiaries, andqar pr ov a | is required with respect to fAextrao

Because of the regulatory limitatis on the payment of dividends from our insurance company subsidiaries, we may not always b
able to receive dividends from these subsidiaries at times and in amounts necessary to meet our debt and other oti@ptgns, o
dividends to our shareholdeiBhe inability of our subsidiaries to pay dividends to us in an amount sufficient to meet our debt interes
and funding obligations would have a material adverse effect on us. These regulatory dividend restrictions also impégetour ab
transfer caskand other capital resources among our subsidiaries. Similarly, our insurance subsidiaries may require capital from |
holding company to support their operations.

Our dependence on our insurance subsidiaries for cash flow, and their potential nesultébrsapport, exposes us to the risk of
changes in their ability to generate sufficient cash inflows from new or existing customers or from increased cash ©agtows.
outflows may result from claims activity, expense payments or investment lossesisBeatf the nature of our business, claims
activity can arise suddenly and in amounts which could outstrip our capital or liquidity resources (particularly in tbé alemge
catastrophe loss). Reductions in cash flow or capital demands from oudiatibsi could have a material adverse effect on our
business and results of operations.

We may require additional capital or credit in the future, which may not be available or only available on unfavorable terms.

We monitor our capital adequacy on aukeg basis. Our future capital and liquidity requirements depend on many factors, including
our premiums written, loss reserves and claim payments, investment portfolio composition and risk exposures, the adfailability
letters and lines of credit, as Wak regulatory and rating agency capital requirements. In addition, our capital strength can affect ou
ratings.

To the extent that our existing capital is insufficient or unavailable to fund our future operating requirements andtaioover
losses, w may need to raise additional funds through financings or limit our growth. Any equity or debt financing, if available, may
be on terms that are unfavorable to us. In the case of equity financings, dilution to our shareholders could resulyarad,isuch
securities may have rights, preferences, and privileges that are senior to our common stock. If we are not able tatmstain add
capital as necessary, our business, results of operations and financial condition could be adversely affected.

Errors or omissions in connection with the administration of any of our products may cause our business and profitability to be
negatively impacted.

We are responsible to our policyholders for administering their policies, premiums and claims and eretuapgrtipriate records

are maintained that reflect their transactions. We are subject to risks that errors or omissions of information occuesgzbetitio

the administration of our products. We are also subject to misconduct and fraud on the pagngployees and agents. As a result,
we are subject to risks of Iliabilities associat edallegatibns. Ab
Such risks may stem from allegations of agents, vendors, policyholders, rdgimgansurers, regulators, governmental authorities, or
others. We may incur charges associated with any errors and omissions previously made or that are made in future periods. T
charges may result from our obligation to policyholders to correcemoys or omissions or refund premiums, ftmmpliance with
regulatory requirements, from fines imposed by regulatory authorities, or from other items.

We are subject to all of the foregoing risks with respect to the-flairty asset management openasiof Opus. Opus, which had $3.5
billion of unaffiliated assets under management as of December 31, 2019, is subject to federal (SEC) and other regulat
requirements and is subject to operational, technological, information security, investment anidksthas well as claims by third
parties whose funds it manages.

Changes in current accounting practices and future pronouncements may materially impact our reported financial results.

Unanticipated developments in accounting practices may requireinsutoconsiderable additional expenses to comply with such
developments, particularly if we are required to prepare information relating to prior periods for comparative purpcggsothe

new requirements retroactively. Such developments may gsdicantly impact the presentation of such financial statements and
may require restatements. The impact of changes in current accounting practices and future pronouncements cannot,bdmipredicte:
they may affect the calculation of net income, nettycumd other relevant financial statement line items.
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Failure to maintain effective internal control over financial reporting could have a material adverse effect on our busenasds
stock price.

As a publicly traded company, we are required to mairg#ective internal control over financial reporting. While management has
certified that our internal control over financial reporting was effective as of December 3, 2@huse internal control over
financial reporting is complex, we cannot assure @i our internal control over financial reporting will be effective in the future.
Any failure todesign,implementor maintainrequired controls, gaps in internal controls, or difficulties encountered in their operation,
could adversely affect our ressilor cause us to fail to meet our reporting obligations. If we are not able to maintain or documen
effective internal control over financial reporting, our independent registered public accounting firm would be unalify thecer
effectiveness of oumternal control over financial reporting or opine that our financial statements fairly present, in all material
respects,our financial position, results of operations and cash flows in conformity with GA®BiBnificant nternal control
deficiencies maylao prevent us from reporting our financial information on a timely basis or cause us to restate previously issue
financial information, and thereby subject us to litigation and adverse regulatory consequences, including fines anthibg®r pe
and cold result in a breach of the covenants under our credit agreements. Investor confidesaradithe reliability of our financial
statements could erode, resulting in a decline in our stock price.

ITEM 1Bi UNRESOLVED STAFF COMMENTS
None.
ITEM 2i PROPERTIES

We conduct our business operations primarily in our comjoamed facilities in Worcester, Massachusettd Howell, Michigan.
We also lease offices throughout the United States for branch sales, underwriting and claims processing functionsgatibise op
of acquired subsidiaries.

We believe our facilities are adequate for our present needs in all material respects.
ITEM 3i LEGAL PROCEEDINGS

The Company has been named a defendant in various legal proceedings arising in the normal coursesofiibidéson, the
Company is involved, from time to time, in examinations, investigations and proceedings by governmental-reoiselfy
agencies. The potential outcome of any such action or regulatory proceedings in which the Company has beedefenaesht or

the subject of an inquiry or investigation, and its ultimate liability, if any, from such action or regulatory procesditiffisult to

predict at this time. The ultimate resolutions of such proceedings are not expected to havead materf f ect on t he C¢
position, although they could have a material effect on the results of operations for a particular quarter or annual period.

ITEM 4i MINE SAFETY DISCLOSURES
Not applicable.
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PART II

ITEM 5iMARKET FOR REGI STRA NEQYTYCREMAWED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

COMMON STOCK AND STOCKHOLDER OWNERSHIP

Our common stock is traded on the New York Stock Exchan
approximately 15,933 sheholders of record and 38,446,006 shares of common stock outstanding. On the same date, the trading pt
of our common stock wekl37.51 per share.

DIVIDENDS
On Decembeb, 2019, the Board of Directors declared a special dividend of $2.50 per outstanding share.

We currently expect that quarterly cash dividends, comparable to what we have paid in the past of $0.65 per sharé¢hinjtiaetéour

of 2019, will continue tde paid in the future; however, the payment of future quarterly or special dividends on our common stocl
will be determined by the Board of Directors from time to time based upon cash available at our holding company, oof results
operations and finandiaondition and such other factors as the Board of Directors considers relevant.

Dividends to shareholders may be funded from dividends paid to us from our subsidiaries. Dividends from insurance swvsidiarie
subject to restrictions imposed by stats mr ance | aws and regul ati ons. See ALiIiqui
Discussion and Analysis and Notell# Di vi dend Restrictionso in the Notes to Co

ISSUER PURCHASES OF EQUITY SECURITIES

The Board ofDirectors authorized a stock repurchase program which provides for aggregate repurchases of up to $900 millic
including a $300 million increase to the program on December 5, 201d®r the repurchase authorization, we may repurchase our
common stock frm time to time, in amounts, at prices, and at times we deem appropriate, subject to market conditions and ott
considerationsOur repurchases may be executed using open market purchadestely negotiated transactionaccelerated
repurchase progranas other transaction§Ve are not required to purchase any specific number of shares or to make purchases by ar
certain date under this progralur suant to the terms of accelerated share re
2018 (etclteemb®ed 2018 ASRO) and on June 28, 2019 (the AJune A
common stock for $400.0 miliorOn December 9, 2019, pursuant to the ter ms
ASRO0) we p dliiod ané receifed @n initial delivery of approximately 0.9 millishares of common stock, which was
approximately 80% of the total number of shares expected to be repurchased under the December 2019 ASR. Final sétdement c
December 2019 ASR is eapted to occur not later than March 25, 2020.

Shares purchased in the fourth quarter of 2019 were as follows:

Approximate

Dollar
Total Value of
Number of Shares
Shares That May Yet
Purchased be
as Part of Purchased
Total Publicly Under
Number of Average Announced the Plans or
Shares Price Paid Plans Programs
PERIOD Purchased per Share or Programs (in millions) (3)
October 1- 31, 20192® 235437 $  126.61 231,511 $ 196
November 1- 30, 2019" 65,13( 133.3¢ 65,01¢ 187
December % 31, 2019" 905,26 133.81 904,86( 336
Total 1,205,82: $ 132.37% 1,201,388 $ 336

(1) Includes 3,290, 114 and 402 shares withheld to satisfy tax withholding amounts due from employees related to the rece
of stock which resulted from the exercisevesting of equity awards for the months ended October 31, November 30 and
December 31, 2019, respectively.

(2) Includes 201,511 shares of common stock received as final settlement of the June ASR.

(3) As noted above, the Board of Directors authorized a $3U®mincrease in December 2019 to the $600 million stock
repurchase program authorized by the Board of Directors in December 2018, providing for aggregate repurchases of uj
$900 million.
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ITEM 6- SELECTED FINANCIAL DATA

FIVE YEAR SUMMARY OF SELECTED F INANCIAL HIGHLIGHTS

YEARS ENDED DECEMBER 31 2019 2018 2017 2016 2015
(in millions, except per share data)
Statements of Income
Revenues
Premiums $ 44745 $ 4254« $ 3,980« $ 3,789.F $ 3,653.¢
Net investment income 281.2 267.4 243.€ 231.€ 231.1
Net realized investment gains (losses) 109.4 (50.7) 21.1 10.2 19.2
Fees and other income 25.5 23.2 22.5 22.6 23.6
Total revenues 4,890.7 4,494.; 4,267.¢ 4,053.¢ 3,927.
Losses and Expenses
Losses and loss adjustment expenses 2,865.t 2,724.¢ 2,579.¢ 2,546.( 2,367.¢
Amortization of deferred acquisition costs 926.7 891.¢ 840.7 803.€ 778.C
Loss on repayment of debt o} 28.2 o} 88.3 24.1
Other operating expenses 576.4 567.2 554.7 550.C 540.¢
Total losses and expenses 4,368.€ 4,211.¢ 3,975.( 3,987.¢ 3,710.¢
Income from continuing operations before income taxes 522.1 282.t 292.€ 66.C 216.7
Income tax expense (benefit) 93.1 43.5 76.8 (2.0 59.3
Income from continuing operations, net of taxes 429.C 239.C 216.1 67.C 157.4
Discontinued Operations:
Sale of Chaucer business, net of taxes 1.2 131.€ o} o} o}
Income (loss) from Chaucer business, net of taxes 1.6 20.C (13.7) 89.1 173.4
Income (loss) from discontinued life businesses, net of t (4.3) 0.1 (16.8) (1.0 0.7
Net income $ 42511 $ 391.C $ 186z $ 1551 $ 331k
Net income per common share (diluted) $ 104€ $ 9.09 $ 433 $ 359 $ 7.4C
Dividends declared per common share $ 495 $ 6.97 $ 204 $ 188 $ 1.6¢
Balance Sheets (at December 31)
Total assets $12,490.f $12,399.7 $ 15,469.¢ $ 14,220.« $ 13,781.c
Debt 653.4 777.€ 786.€ 786.4 803.1
Total liabilities 9,574.: 9,445.( 12,471.¢ 11,362.¢ 10,936.¢
Shareholders' equity 2,916.2 2,954 2,997.% 2,857k 2,844.¢
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ITEM 7TMANAGEMENTO6 S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL C
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INTRODUCTION

The following Management 6s Discussion and Anal ysis ofdersFi ne
in understanding the consolidated results of operations awashciial condition of The Hanover Insurance Group, Inc. and its
subsidiaries (ATHGO) . Consolidated results of oper aftdptechs ¢
accounting principles in tBAARIN)i.t ef8hiSs adiesc wssilomerstcaul (di
Consolidated Financial Statements and related footnotes included elsewhere herein.

Results of operations include the accounts of T hs Inskitanceo v e
Company of America (ACitizenso), our principal pr enswancey a
subsidiaries. Our results of operations also include the results of our discontinued operations, consisting qirimarifgrmer
Chaucer international business, Chaucer Holdings Limited

underwriting group which operates through the So osuancgandnd
noninsurance subsidiaries, which collectively constituted our former Chaucer se@nebecember 28, 2018, we completed the
sal e of Chaucer to China Reinsurance (Group) Cor Qhaucerdlated n (
Irish and Australian entities on February 14, 2019 and April 10, 2019, respectively. For all periods presented, oparatiraitrer

are presented as discontinued operations. Discontinued operations also include the results of nuaaddi@alth and former life
insurance businesses.

EXECUTIVE OVERVIEW
Business operations consist of three operating segments: Commercial Lines, Personal Lines and Other.

Our strategy, which focuses on the independent agency distribution channet, wiefe THGG6s commi t ment t o
is designed to generate profitable growth by leveraging the strengths of our distribution approach, including expansigendyou
footprint in underpenetrated geographies, as warranted. As part oftrditagg, we have increased our capabilities in specialty
markets and investments designed to develop growth solutions for our agency distribution channel. Our goal is to grilly ri@espons
all of our businesses, while managing volatility.

Net income was 425.1 million in 2019, compared to $391.0 million in 2018, an increase of $34.1 mjlivnarily due to an
increase in the net change in fair value of equity securities and from an increase in operating income in 2019. Net 20d@me in
benefitted fronthe gain on the sale of Chaucer and Chaucer income earned during a portion of the year prior to its sale.

Operating income before interest expense and income taxes {@AokP f i nanci al measur e; see
Consolidated NonrnGAAP Financi al Measur eso) was $453.6 million in
$47.1 milion. This increase is primarily due to lower catastrophe losses, earned premium growth, lower expenses and higher
investment income, partially offset by higher amatastrophe current accident year losses.

Pretax catastrophe losses we$&69.3 million in 2019, compared td5219.2 million in 2018, a decrease 0$49.9 million. Net
favorable developmentopr i or yearsod6 | oss and | oss adjustment expense
million in 2019, compared to unfavoraldevelopment of $0.4 million in 2018.

Commercial Lines

Our accounffocused approach to the small commercial market, distinctiveness in the middle market and continued development
specialty lines provides us with a diversified portfolio of productsdeiders significant value to agents and policyholders. Each of
these businesses is expected to contribute to premium growth in Commercial Lines over the next several years as we contint
pursue our core strategy of developing strong partnerships agimts, enhanced franchise value through limited distribution,
distinctive products and coverages, and continued investment in industry segmentation.

These efforts have driven and, subject to market conditions, we believe they will continue to drieeeimgnt in our overall mix of
business and our underwriting profitability. Commercial Lines net premiums written grew by 3.7% in 2019, primarily dughtangro
our commerci al mul tiple peril, i nl and mhbnesiohbasinessy partially offsed by c o |
specific underwriting actions in our Hanover Programs and commercial automobiles lines.

Underwriting results improved in 2019, as compared to 2018, primarily doevés catastrophe losses, earned premium growdh an
lower expenses, partially offset by higher current accident year large property loss activity in our specialty indystriglljpr® and,

to a lesser extent, our inland marine and Hanover Programs lines. The competitive nature of the Commenmiatdghesquires us

to be highly disciplined in our underwriting process to ensure that we bwrii@ess at acceptable margins, and we continue to seek
rate increases across our lines of business.

Personal Lines

Personal Lines focuses on partnering wltigh quality, valueoriented agencies that deliver consultative selling and stress the

importance of account rounding (the conversion of single policy customers to accounts with multiple policies and addition
coverages, t o addr e stiges).cApmaximatredy r85% of dur molicidseim forae kaje eccount business. We are

focused on seeking profitable growth opportunities, building a distinctive position in the market and diversifying gesdiytaphic
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Net premiums written grew by 5.7% in 203®imarily due to higher renewal premium, driven by rate increases. Underwriting results

declined in 2019, as compared to 2018, primarily due to highecatastrophe current accident year losses, partially offset by earned

premium growth and lower experssaVe continue to seek rate increases that meet or exceed underlying loss cost trends, subject
regulatory and competitive considerations.

DESCRIPTION OF OPERATING SEGMENTS

Primary business operations include insurance products and services currenttjecg through three operating segments:
Commercial Lines, Personal Lines and Other. Commercial Lines includes commercial multiple peril, commercial automobil

workersd6 compensation, and ot her c¢ommer c iy, macine\HanowemgPeograms,s u ¢
specialty industrial and commercial property, monoline general liability and surety. Personal Lines includes personaleautomob
homeowners, and other personal coverages, such as umbrella.]l uded i n t hase OpuS tnhestment Maragement, t

Inc., which markets investment management services to institutions, pension funds, and other organizations; earningg on hol
company assets; holding company and other expenses, including certain costs associatecemigmtréinefits due to our former

life insurance employees and agents; and aoffinoluntary property and casualty podisisinessThe operations of Chaucere
classified asdiscontinuedoperationsfor the period ending December 31, 2019, and all ppieniods presentedVe present the
separate financial information of each segment consistent with the manner in which our chief operating decision maker evalu:
results in deciding how to allocate resources and in assessing performance.

We report interestxpense on debt separately from the earnings of our operating segments. This consists of interest on our senior
subordinated debentures.

RESULTS OF OPERATIONS 1 CONSOLIDATED
2019 Compared to 2018

Consolidated net income was $425.1 million in 2@d@npared to $391.0 million in 2018, an increase of $34.1 million. The year over
year comparison of consolidated net income reflaatsncrease in aftdex net realizedand unrealized investment gains of $132.1
million, principally related to the changasfair value of equity securitief\dditionally, operating income before interest expense and
income taxes increased $47.1 million, primarily due to lower catastrophe leasesd premium growth, lower expenses higter

net investment incomepartially offset by higher current accident year large loss activity, particularly in the property lines. The
increase in the year over year net income comparison was partially offset by the $131.9 million gain from the sale mé&our for
Chaucer business in 2018.

2018 Compared to 2017

Consolidated net income was $391.0 million in 2018, compared to $186.2 million in 2017, an increase of $204.8 millicex. The ye
over year comparison of consolidated net income reflects a $131.9 million gain, net of taxes, on thewatermer Chaucer
business. Additionally, operating income before interest expense and income taxes increased $79.2 million, primaribyvdue to |
catastrophe losses and higher net investment income. Income increased from our discontinued openzdidigsChaucer and, to a
lesser extent, our discontinued life busimassvhich incurred a 2017 reserve charge related to our participation in delongare
pool (See also ADiscontinued Operati ons ngincane tecreased $26.2 miliop,.
driven by a decrease in the U.S. statutory tax rate from 35% to 21% effective January 1, 2018. These increases in weténcome
partially offset by net realized and unrealized investment losses, net of taxes, of #86rRim2018, compared to net realized
investment gains, net of taxes, of $26.2 million in 2017, principally related to reductions in fair value of equity seEtféttive
January 1, 2018, we implemented ASU 2@16 which requires that the changedair value of equity securities be presented in net
income. Prior to then, these changes were recognized through accumulated other comprehensive income (seeiais@GNotatha r y
of Significant Accounting Pol ilStatensents).NetindomewadNatsd affected by $2Z D millowo |
in losses, net of taxes, associated with the repayment of debt in 2018.
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The following table reflects operating income before interest expense and income taxes for each operating segment an
reconciliation to consolidated net income from operating income before interest expense and income tax&\&Pnmeasure).

YEARS ENDED DECEMBER 31 2019 2018 2017
(in millions)
Operating income (loss) before interest expense and income taxes:
Commercial Lines $ 300.1 $ 265.7 $ 177.4
Personal Lines 144.¢ 146.2 158.7
Other 8.6 (5.9 (8.8)
Operating income before interest expense and income taxes 453.€ 406.5 327.5
Interest expense on debt (37.5) (45.1) (45.2)
Operating income before income taxes 416.1 361.4 282.1
Income tax expense on operating income (84.5) (69.9) (89.5)
Operating income 331.¢ 292.1 192.€
Nonoperating items:
Net realized investment gains (losses) 109.4 (50.7) 21.1
Net loss from repayment of debt 0 (28.2) o}
Other (3.9 o} (20.9)
Income tax benefit (expense) on roperating items (8.6) 25.8 12.7
Income from continuing operations, net of taxes 429.C 239.C 216.1
Discontinued operations:
Sale of Chaucer business, net of taxes (1.2 131.¢ o}
Income (loss) from Chaucer business, net of taxes 1.6 20.C (13.7)
Income (loss) from discontinued litaisinesses, net of taxes (4.9 0.1 (16.8)
Net income $ 4251 $ 391.C $ 186.z

Non-GAAP Financial Measures

In addition to consolidated net income, discussed above, we assess our financial performance basetl gpenpi@o per at i n ¢
and we assess the operating performance of each of our three mgpeegiments based upon the-fare operating income (loss)
generated by each segment. As reflected in the table above, operating income before taxes excludes interest expemse on del
certain other items which we believe are not indicative of our coeeations, such as net realized and unrealized investment gains
and losses. Such gains and losses are excluded since they are determined by interest rates, financial markets arof Hadesming
Also, operating income before taxes excludes net gash$oaees on disposals of businesses, gains and losses related to the repaymel
of debt, discontinued operations, costs to acquire businesses, restructuring costs, the cumulative effect of accouesirapdhang
certain other items. Although the items extdd from operating income before taxes are important components in understanding anc
assessing our overall financi al performance, we believe
understanding of our results of operationshiighlighting net income attributable to the core operations of the business. However,
operating income before taxes, which is a-@®AP measure, should not be construed as a substitute for income before income taxe
or income from continuing operationsichoperating income should not be construed as a substitute for net income.

Catastrophe | osses and prior yearsod reserve devel opmeht a
performance of our business. Management reviewseanch | uat es catastrophes and prior ye
the other components of earnings. References to ficurmweent
devel opment , and may alcxad aér ppkekseoted®ri dexgladisdhg reser v
predictable as to timing or the amount that wild]l difgbrelodt  t h
income. Management believes that providiegrct ai n fi nanci al metrics and trends exc
reserve development helps investors to understand the variability in periodic earnings and to evaluate the underlyigigcpenform
our operations. Discussionoftca st r ophe | osses in this Managementds Discuss

catastrophe reserves and, unless otherwise indicated, such development is excluded from discussions of prior year Bss and
reserve development.
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RESULTS OF OPERATIONS - SEGMENTS

The following is our discussion and analysis of the results of operations by business segment. The operating resudtstete pres
before interest expense, taxes and other items which management believes are not indicativeeobparatmns, including realized

gains and losses, as well as unrealized gains and losses on equity securities, and the results of discontinued operations.

The following table summarizes the results of operations for the periods indicated:

YEARS ENDED DECEMBER 31 2019 2018 2017
(in millions)
Operating revenues
Net premiums written $ 45817 $ 4,384.¢ $ 4,109.]
Net premiums earned $ 4474 $ 4254, $ 3,980.4
Net investment income 281.: 267.4 243.¢
Other income 25.5 23.2 22.5
Total operating revenues 4,781.: 4,545.( 4,246.¢
Losses and operating expenses
Losses and LAE 2,864.¢ 2,724.¢ 2,574.¢
Amortization of deferred acquisition costs 926.7 891.¢ 840.7
Other operating expenses 536.4 522.1 503.¢
Total losses and operating expenses 4,327. 4,138.F 3,919:f
Operating income before interest expense and income taxes $ 453.€ $ 4065 $ 327.2

2019 Compared to 2018

Operating income before interest expense and income taxes was $453.6 million for the year ended December 31, 2019 compar
$406.5 million for the year ended December 31, 2018, an increase of $4lioh.ndihis increase was primarily due to lower
catastrophe losses, earned premium growth, lower expenses and higher net investment income, partially offset by higher cur
accident year large loss activity in our specialty industrial property linepmerautomobile, and, to a lesser extent, our homeowners
and marine lines.

Net premiums written increased by $196.9 million for the year ended Dec8mhh2019, compared to the year ended Dece@iber
2018, due to growth in both our Commercial and Petlddnas segments.

2018 Compared to 2017

Operating income before interest expense and income taxes was $406.5 million for the year ended December 31, 2018p compar
$327.3 million for the year ended December 31, 2017, an increase of $79.2 millionndieiase was primarily due to lower
catastrophe losses, higher net investment income, a favorable change in reinsurance reinstatement premiums drivearbgrgeor ye
loss activity, earned premium growth and lower expenses, partially offset by higheatagtrophe current accident year losses.

Net premiums written increased by $275.7 million for the year ended Dec8mh2018, compared to the year ended Dece®iber
2017, due to growth in both our Commercial and Personal Lines segments.

PRODUCTION AID UNDERWRITING RESULTS

The following table summarizes premiums written on a gross and net basis, net premiums earned and loss (including catastrc
losses), LAE, expense and combined ratios for the Commercial Lines and Personal Lines segments. Loagdtviphe loss and
combined ratios shown below include prior year reserve development. These items are not meaningful for our Other segment.

YEAR ENDED DECEMBER 31, 2019

Gross Net Net
Premiums Premiums Premiums Catastrophe Loss & Expense  Combined
(dollars in millions) Written Written Earned LossRatios LAE Ratios Ratios Ratios
Commercial Lines $3,127.: $2,707.2 $2,654.C 3.1 60.€ 34.6 95.2
Personal Lies 1,991.2 1,874.F 1,820.: 4.7 68.¢ 27.4 96.3
Total $5,1185 $4581.7 $4,474.F 3.8 64.C 31.6 95.6
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YEAR ENDED DECEMBER 31, 2018

Gross Net Net
Premiums Premiums Premiums Catastrophe Loss & Expense  Combined
(dollars in millions) Written Written Earned LossRatios LAE Ratios Ratios Ratios
Commercial Lines $2,968.1 $2,610.7 $2,548.¢ 5.6 61.5 34.9 96.4
Personal Lies 1,875.¢ 1,774.] 1,706.( 4.5 67.7 27.8 95.5
Total $4,843.7 $4,384.¢ $4,254.. 5.2 64.C 32.1 96.1
YEAR ENDED DECEMBER 31, 2017
Gross Net Net
Premiums Premiums Premiums Catastrophe Loss & Expense = Combined
(dollars in millions) Written Written Earned LossRatios LAE Ratios Ratios Ratios
Commercial Lines $2,826.6 $2,462.( $2,399.¢ 7.1 63.7 35.6 99.3
Personal Lines 1,736.7 1,647.] 1,580.¢ 5.1 66.1 28.C 94.1
Total $4,563.f $4,109.1 $3,980./ 6.4 64.7 32.6 97.3

The following table smmarizes net premiums written, and loss and LAE and catastrophe loss ratios by line of business for tt
Commercial Lines and Personal Lines segments. Loss and LAE and catastrophe loss ratios include prior year reserve developmen

YEAR ENDED DECEMBER 31, 2019

Net
Premiums Loss & Catastrophe

(dollars in millions) Written LAE Ratios LossRatios
Commercial Lines:

Commercial multiple peril $ 909.4 63.C 7.5

Commercial automobile 336.1 71.2 0.4

Workers' compensation 334.€ 50.7 o}

Other commercial 1,127.1 58.3 14
Total Commercial Lines 2,707.2 60.€ 3.1
PersonbLines:

Personal automobile 1,186.1 74.C 0.5

Homeowners 636.€ 61.5 12.8

Other personal 51.5 41.5 2.8
Total Rersonal Lines 1,874.F 68.2 4.7
Total $ 4,581.7 64.C 3.8

YEAR ENDED DECEMBER 31, 2018
N
Prem?ltjms Loss & Catastrophe

(dollars in millions) Written LAE Ratios LossRatios
Commercial Lines:

Commercial multiple peril $ 861.4 66.4 10.7

Commercial automobile 344.¢ 79.9 0.8

Workers' compensation 317.1 51.C o}

Other commercial 1,087.¢ 54.¢ 4.7

Total Commercial Lines 2,610.7 61.5 5.6
PersonbLines:

Personal automobile 1,127t 72.C 0.5

Homeowners 604.C 61.2 12.1

Other personal 42.6 48.1 2.2
Total Rersonal Lines 1,774.1 67.7 4.5
Total $ 4,384.¢ 64.C 5.2
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(dollars in millions)
Commercial Lines:

Commercial multiple peril
Commercial automobile
Workers' compensation
Other commercial

Total Commercial Lines

PersonbLines:
Personal automobile
Homeowners
Other personal

Total Rersonal Lines

Total

The following table summarizes GAAP underwriting results for the Commercial Lines, Personal Lines and Other segments a

YEAR ENDED DECEMBER 31, 2017

Preﬁfiitjms Loss & Catastrophe
Written LAE Ratios LossRatios
$ 815.c 66.2 11.8
322.7 70.€ 1.4
311.1 58.€ o}
1,012.¢ 61.1 7.3
2,462.( 63.7 7.1
1,041.¢ 70.7 0.6
566.€ 59.8 13.5
38.6 35.¢6 1.8
1,647.1 66.1 5.1
$ 4,109.1 64.7 6.4

reconciles them to operating income (loss) before interest expense and income taxes.

(in millions)

Underwriting profit (loss), excluding prior year reserve
development and catastrophes

Prior year favorable (unfavorable) loss and LAE reserve
development on nepatastrophe losses

Prior year favorable catastrophe development

Current year catastrophe losses

Underwriting profit (loss)

Net investment income

Fees and other income

Other operating expenses

Operating income before interest expense and income taxes

(in millions)

Underwriting profit (loss), excluding prior year reserve
development and catastrophes

Prior year favorable (unfavorable) loss and LAE reserve
development on nenatastrophe losses

Prior year favorable catastrophe development

Current year catastrophe losses

Underwriting profit (loss)

Net investment income

Fees and other income

Other operating expenses

Operating income (loss) before interest expense and income t $
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YEAR ENDED DECEMBER 31, 2019

Commercial Personal
Lines Lines Other Total
$ 176.C $ 1716 $ (0.1 $ 347.7
28.7 (26.6) (1.2) 0.9
24.6 2.9 o} 27.5
(107.€) (89.0) ) (196.€)
121.t 59.1 (1.3 179.3
180.1 80.1 21.1 281.2
9.2 114 4.9 25.5
(10.7) (5.7) (16.1) (32.5)
$ 300.1 $ 144¢ $ 86 $ 453.€
YEAR ENDED DECEMBER 31, 2018
Commercial Personal
Lines Lines Other Total
$ 1932 $ 176.6 $ (3.0 $ 367.C
34.1 (33.3) (1.2) (0.4)
6.8 2.5 o} 9.3
(149.1) (79.4) B (228.5)
85.0 66.6 (4.2) 147.4
182.2 73.7 11.5 267.4
8.9 11.6 2.7 23.2
(10.4) (5.7 (15.4) (31.5)
2657 $ 1462 $ (5.4 $ 406.E
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YEAR ENDED DECEMBER 31, 2017

Commercial Personal

(in millions) Lines Lines Other Total
Underwriting profit (loss), excluding prior year reserve

development and catastrophes $ 1734 $ 174.C $ 3.0 % 344.4
Prior year favorable (unfavorable) loss and LAE reserve

development on nenatastrophe losses 9.4 (9.9) (1.2 (1.2
Prior year favorable catastrophe development 1.4 o} o} 1.4
Current year catastrophe losses (172.0) (80.9) 0 (252.9)
Underwriting profit (loss) 12.2 83.7 (4.2) 91.7
Net investment income 165.€ 70.1 8.0 243.€
Fees and other income 8.4 114 2.7 22.5
Other operating expenses (9.0) (6.5) (15.3) (30.8)
Operating income (loss) before interest expense and income t $ 1774 $ 158.7 $ (8.8) $ 327.2

2019 Comparetb 2018
Commercial Lines

Commercial Lines net premiums written wetz #72 million for the year ended December 31, 2019, compared to $2,610.7 million
for the year ended December 31, 2018. TB&.$million increase was primarily driven by pricing increases and strong retention.

Commercial Lines underwriting profit for the year ended December 31, 20191245$ #illion, compared to $85.0 million for the

year ended December 31, 2018,iacreasef $36.5 million. Catastropheelated losses for the year ended December 31, 2019 were
$83.2 million, compared to $142.3 million for the year ended December 31, 2018, a decre&flahiflion. This decrease is
partially attributable to an increase in priggar favorable catastrophe development of $17.8 million, primarily due to the sale of
subrogation rights on certain California wildfire losses incurred in 2017 and #al8.o0r abl e devel opment |
reservesexcluding catastrophefyr the year ended December 31, 2019 wa8.% million, compared to $34.1 million for the year
ended December 31, 2018Jecreasef $5.4 million.

Commercial Lines current accident year underwriting profit, excluding catastrophes]l W&& illion for the year aded December
31, 2019, compared to $193.2 million for the year ended December 31, 20181 TRim#lion decrease was primarily due to hégh
current accident year largeopertyloss activity in our specialty industrial property line ataa lesser xent, in our marineand
Hanover Programs linegithin other commercial lines, partially offset by earned premium growth and lower expenses.

We are continuing to manage underwriting performance through increased rates, pricing segmentation, specifittngnaletians

and targeted new business growth. Our ability to achieve overall rate increases is affected by the current competitive pric
environment, particularly within our workers6 <compreaiguat i o
business.

Personal Lines

Personal Lines net premiums written wefe884.5million for the year ended December 31, 2019, compared to $1,774.1 million for
the year ended December 31, 2018, an increas&Gfi4bmillion. This was primarily due thigher renewal premium driven by rate
increases, which was modestly offset by lower policy retention

Net premiums written in the personal automobile line of business for the year ended December 31, 20191 8&tentilion,
compared to $1,127.5 millicior the year ended December 31, 2018, an increasg&806 fillion. This increase was primarily due to

rate increases and an increase in policies in force4éb.1Net premiums written in the homeowners line of business for the year
ended December 31, 2014&re $36.9million, compared to $604.0 million for the year ended December 31, 2018, an increase of
$32.9million. This is attributable to rate increases and an increase in policies in ford&wf 2.

Personal Lines underwriting profit for the year endlEtember 31, 2019 wa$%1 million, compared to $66.6 million for the year
ended December 31, 2018, a decreaser/d gillion. Catastrophe losses for the year ended December 31, 2019 8Getertilion,
compared to $76.9 million for the year ended Decam81i, 2018, mincrease of $.2 million. Unfavorable development on prior
yearso6 |l oss reserves for t B665mijlienacompereddoesd3.3 miliendomthecyear edded Deletnlied
31, 2018, alecreasef $6.7 million.

Personal Lies current accident year underwriting profit, excluding catastrophes,Wwas8#illion in the year ended December 31,
2019, compared to $176.8 million for the year ended December 31, 2018.5hisiffion decrease was primarily due to higher
current acident year losses in our personal automobile and homeowners lines, partially offset by earned premium growth and lov
expenses.
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We have been able to obtain rate increases in our Personal Lines markets and believe that our ability to obtain inaesisesewil
However, our ability to maintain Personal Lines net premiums written may be affected by price competition, and reguliagay and
developments. Additionally, these factors along with weathlated loss volatility may also affect our ability maintain and
improve underwriting results. We monitor these trends and consider them in our rate actions.

I n addition, and as diMscihs gad PhderRed Rirsmd, FMctcdhhi gan enact
governing personalral commercial automobile insurance. Michigan business represents 47% of our total personal automobile r
premiums written. We currently believe the net impact of these reforms should not be significant to our total net prettéarasiavr
underwriting irtcome in 2020; however, in light of the uncertainties attendant to these reforms, no assurances can be provided.

Other

Other operatingncomewas $8.6 million for the year ended December 31, 2019, comparedhter operating losses $6.4 million

for the year ended December 31, 2018, an improvementléfO$nillion. This wasprimarily due to higher net investment incame
which includes the investment of the remaining proceeds ftmChaucer sale transactioAll of the proceeds of the Chaucer
transactionwere distributed in 2019 through share repurchases or special dividends, and therefore will not be available for investm
in 2020.

2018 Compared to 2017
Commercial Lines

Commercial Lines net premiums written were $2,610.7 million for the year ébelgeimber 31, 2018, compared to $2,462.0 million

for the year ended December 31, 2017. This $148.7 million increase was primarily driven by pricing increases, strongaetkentio
targeted new business expansion, in addition to reductions in reinstaf@@nims. Reinsurance reinstatements were $0.5 million
unfavorable in 2018 compared to $27.8 million unfavorable in 2017. The year over year favorable change was $27.3 nudlion due
several 2017 large losses above our retention level in our surety, méimte and commercial multiple peril lines. The reinstatement
premiums represent the prata reinsurance premium charged for reinstating the amount of reinsurance coverage utilized as a result
the incurred losses that are reimbursable under our ramse treaties. See the Glossary of Selected Insurance Tierms
ARei nstatement premi umo.

Commercial Lines underwriting profit for the year ended December 31, 2018 was $85.0 million, compared to $12.2 milkkon for tt
year ended December 31, 2017, a chang®7@f8 million. Catastropheelated losses for the year ended December 31, 2018 were
$142.3 million, compared to $170.6 million for the year ended December 31, 2017, a decrease of $28.3 million. Favoral
devel opment on pri or epreadedsDécermbers3s 2008&vwasd34lenslliorf, @mparecte $9.¢ million for the
year ended December 31, 2017, a favorable change of $24.7 million.

Commercial Lines current accident year underwriting profit, excluding catastrophes, was $193.2 millieryé&artanded December

31, 2018, compared to $173.4 million for the year ended December 31, 2017. This $19.8 million improvement was primarily due
the reduction in large los®lated reinsurance reinstatement premiums, lower expenses and earned premwthnpartially offset by
higher norcatastrophe current accident year losses. The reduction in reinsurance reinstatement premiums, net of ceding commissi
increased nowatastrophe current accident year underwriting profit by $21.5 million comparée forior year. The higher nen
catastrophe current accident year losses were driven by large property loss activity in our commercial multiple pefrihighean

loss activity in our commercial automobile liability line, partially offset by lower &divity in our other commercial lines.

Personal Lines

Personal Lines net premiums written were $1,774.1 million for the year ended December 31, 2018, compared to $1,64fad million
the year ended December 31, 2017, an increase of $127.0 million. Thigriwerily due to higher renewal premium driven by rate
increases and strong retention, as well as new business growth.

Net premiums written in the personal automobile line of business for the year ended December 31, 2018 were $1,127.5 milli
comparedd $1,041.6 million for the year ended December 31, 2017, an increase of $85.9 million. This increase was primarily due
rate increases and an increase in policies in force of 2.5%. Net premiums written in the homeowners line of busingssafor the
endel December 31, 2018 were $604.0 million, compared to $566.9 million for the year ended December 31, 2017, an increase
$37.1 million. This is attributable to rate increases and an increase in policies in force of 3.0%.

Personal Lines underwriting profor the year ended December 31, 2018 was $66.6 million, compared to $83.7 million for the year
ended December 31, 2017, a decline of $17.1 million. Catastrophe losses for the year ended December 31, 2018 werer§76.9 mi
compared to $80.9 million fohe year ended December 31, 2017, a decrease of $4.0 million. Unfavorable development on pric
yearsd |l oss reserves for the year ended December 31, mh2r018
31, 2017, an increase of $23.4lion.
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Personal Lines current accident year underwriting profit, excluding catastrophes, was $176.8 million in the year ended Bcemb
2018, compared to $174.0 million for the year ended December 31, 2017. This $2.8 million increase was priesaltipbearned
premium growth and lower expenses, partially offset by highercatastrophe current accident year losses. This increase in losses
was driven by higher homeowners property losses, partly due to large losses aradastmophe weather agdty, higher personal
automobile bodily injury loss severity and, to a lesser extent, higher personal automobile property losses.

Other

Other operating losses were $5.4 million for the year ended December 31, 2018, compared to $8.8 million for tldedear en
December 31, 2017, an improvement of $3.4 million, primarily due to higher net investment income.

RESERVE FOR LOSSES AND LOSS ADJUSTMENT EXPENSES
Overview of Loss Reserve Estimation Process

We maintain reserves for our property and casualty prodacpmovide for our ultimate liability for losses and loss adjustment
expenses (our Al oss reservesodo) with respect to r epodThese an
reserves are estimates, taking into account pastlgerience, modified for current trends, as well as prevailing economic, legal and
social conditions. Loss reserves represent our largest liability.

Management 6s process for establishing | oss r es dtiple tusctioriss a
throughout our organization, including actuarial, finance, claims, legal, underwriting, distribution and business operatior
management. The process incorporates facts currently known, as well as the current, and in some casesatind, atateipf the

law and coverage litigation. Based on information currently available, we believe that the aggregate loss reserves at3Decembe
2019 were adequate to cover claims for losses that had occurred as of that date, including both thoseushand those yet to be
reported. However, as described below, there are significant uncertainties inherent in the loss reserving process.t®af sima
ultimate liability for losses that had occurred as of DecerBheR019 is expected to chanigefuture periods as we obtain further
information, and such changes could have a material effect on our results of operations and financial position.

Our loss reserves include case estimates for claims that have been reported and estimates faatdhaivesktben incurred but not
reported (Al BNRO) at the balance sheet date. They aingal i n
reported and unreported claims, less estimates of anticipated salvage and subrogatioleseCweproperty and casualty loss
reserves are not discounted to present value.

Case reserves are established by our claim personnel individually on a claim by claim basis and based on informatittbpecific
occurrence and terms of the underlyirgigy. For some classes of business, average case reserves are used initially. Case reserves
periodically reviewed and modified based on new or additional information pertaining to the claim.

Our ultimate IBNR reserves are estimated by managemerdwaneserving actuaries on an aggregate basis for each line of business
or coverage for loss and loss expense liabilities not reflected within the case reserves. The sum of the case reseriBsRnd th
reserves represents our estimate of total unpase$osnd loss adjustment expenses.

We regularly review our loss reserves using a variety of industry accepted analytical techniques. We update the losssreserve
historical loss experience develops, additional claims are reported and resolved andmeatior becomes available. Net changes
in loss reserves are reflected in operating results in the period in which the reserves are changed.

The IBNR reserve includes a provision for claims that have occurred but have not yet been reported to usylsicmenafy not yet
be known to the insured, as well as a provision for future development on reported claims. IBNR represents a signifideont pfop
our total net loss reserves, particularly for laag liability classes. In factapproximatelyd9% of our aggregate net loss reserves at
DecembeBl, 2019 were for IBNR losses and loss expenses.

Critical Judgments and Key Assumptions

We determine the amount of our net loss reserves (i.e., net of estimated reinsurance recoverables) based onraprestsmtimat
is complex and considers information from both company specific and industry data, as well as general economic and ot
information. The estimation process utilizes a combination of objective and subjective information, the blendindy aégquhiies
significant professional judgment. There are various assumptions required, including future trends in frequency araf siaierity
operational changes in claim handling and case reserving practices and trends related to general ecoroaiit emuditions.
Informed judgments as to our ultimate exposure to losses are an integral component of our loss reserve estimation process.

Given the inherent complexity of our loss reserve estimation process and the potential variability of thécassus®gal, the actual
emergence of losses will vary, perhaps substantially, from the estimate of losses included in our financial stateratagy parti
those instances where settlements or other claim resolutions do not occur until well intoutbe Quir net loss reserves at
DecembeBl, 2019 weré&4.1 billion. Therefore, a relatively small percentage change in the estimate of net loss reserves would have
material effect on our results of operations.
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There is greater inherent uncertainty iniraating insurance reserves for certain types of property and casualty insurance lines,
particularly liability lines, where a longer period of time may elapse before a definitive determination of ultimatg &alilibsses

may be made (sometimes refertedd a st &iil lolmgbusi ness) . I n addition, the techn
involving these types of claims are continuously evolving. There is also greater uncertainty in establishing resensgseutitto re
business that isew to us, particularly new business which is generated with respect to newly introduced product lines, by new
appointed agents or in geographies in which we have less experience in conducting business. In such cases, themitaless hist
experienceor knowledge and less data upon which we can rely. A combination of business that is both new to us and has lon
development periods provides even greater uncertainty in estimating insurance reserves. In our management and pedfgitgional li
lines,we are modestly increasing, and expect to continue to increase, our exposure ttaitatéability lines, including directors

and officers liability, errors and omissions liability and product liability coverages. In addition, in recent periodewsgeienced
extensions of the Atailsodo in certain |Iines of busi mecals a:
experience.

We regularly update our reserve estimates as new information becomes available and additithatevewhich may impact the
resolution of unsettled claims. Reserve adjustments are reflected in the results of operations as adjustments to laEs&3ftmmg L
these adjustments are recognized in periods subsequent to the period in which théngnaldiby was written and the loss event
occurred. When these types of subsequent adjustments aff
devel opment 0. Such devel opment <can b esulssiandimayrvary by ime of busihess. As r
discussed below, estimated loss and LAE reserves for claims occurring in prior years, in the aggregate, developed ye&d@@bly b
million for the year ended December 31, 2019 and unfavorably by $0.4 millioBlaRdnillion for the years ended Decemlsd,

2018 and 207Z, respectively although there was some significant variance by line of busiAesktionally, our estimated loss and
LAE reserves for catastrophe claims occurring in prior years developedbgvbsa®27.5million, $9.3 million and $1.4 million for

the years ended Decemtsdr, 2019, 2018 and 2017, respectively. There can be no assurance that current loss and LAE reserves \
be sufficient.

We regularly review our reserving techniques, our aleeserving position and our reinsurance. Based au(iyeview of historical

data, legislative enactments, judicial decisions, legal developments in impositions of damages and policy coveragattpoatiésal

and trends in general economic corafis, (ii)our review of per claim information, (iigur historical loss experience and that of the
industry, (iv)the nature of policies written by us, and @uy internal estimates of required reserves, we believe that adequate
provision has been maderfloss reserves. However, establishment of appropriate reserves is an inherently uncertain process, ¢
there can be no certainty that current established reserves will prove adequate in light of subsequent actual expignéicantA s
change to thestimated reserves would have a material impact on our results of operations and financial position. An increase
decrease in reserve estimates would result in a corresponding decrease or increase in financial results. For example, eact
percentage pat change in the aggregate loss and LAE ratio resulting from a change in reserve estimation is currently projected
have an approximat45 million impact on operating income, based on 2019 full year premiums.

The major causes of material uncertainlyeet i ng to wul ti mate | osses and LAE (Ari sk

as well as for each separately analyzed component of the line of business. In some cases, such risk factors areragpticis agsu

the estimation method and obthers, they are implicit. For example, a method may explicitly assume that a certain percentage c
claims will close each year, but will implicitly assume that the legal interpretation of existing contract language viill rema

substantially unchanged.cfual results will likely vary from expectations for each of these assumptions, resulting in an ultimate claim
liability that is different from that being estimated currently.

Some risk factors affect multiple lines of business. Examples include changasn handling and claim reserving practices, changes
in claim settlement patterns, regulatory and legislative actions, court actiemsa $0l ed HAsoci al inflationo,
state mix of claimants and degree of claimant fraud. Aaftitly, there is also a higher degree of uncertainty due to growth in our
acquired businesses, with respect to which we have less familiarity and, in some cases, limited historical claims ekipe réatteat

of the impact of a risk factor will also waby components within a line of business. Individual risk factors are subject to interactions
with other risk factors within line of business components. Thus, risk factors can have offsetting or compounding eéqatsedn
reserves.

Inflation generly increases the cost of losses covered by insurance contracts. The effect of inflation varies by product. Our prope
and casualty insurance premiums are established before the amount of losses and LAE and the extent to which inflaBeh may a
such &penses are known. Consequently, we attempt, in establishing rates and reserves, to anticipate the potential impawt of infls
in the projection of ultimate costs. For example, we monitor and continue to experience increases in medical costs, \sggks and
cost s, which are key considerations in setting resetylnes. as:
We are also monitoring the continued advancements in technology and design found in automobiles and homescadde in
claims settlement costs that result from repairs or replacement of such equipment. Estimated increases are refleateckin our c
reserve estimates, but continued increases are expected to contribute to increased losses and LAE in the future.
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We are also defendants in various litigation matters, including putative class actions, which may seek punitive damaghspbad fai
extracontractual damages, legal fees and interest, or claim a broader scope of policy coverage or settlement and fggtioast obl
than our interpretation. Resolution of these cases are often highly unpredictable and could involve material unantioipgéed da
awards. We have experienced, and others in the industry have reported, increased attorney involvement in cl@idhs, dele
submissions of medical and other expense claims and a trend toward higher valued settlements and litigation, all ofrilhiteh con
to uncertainty regarding reserve estimates.

Loss and LAE Reserves by Line of Business

Reserving Process Overview

Our loss reserves include amounts related to ghibrand longt a i | classes of business. ATail
occurrence of a loss and the final settlement of the claim. The longer the time span between the incidence ofthdasttiardent
of the claim (i.e., a longer tail), the more the ultimate settlement amount may likely vary from our original estimate.

Shorttail classes consist principally of automobile physical and property damage, homeowners property, commeztiglamep
marine business. For these property coverages, claims are generally reported and settled shortly after the loss oecthie becau:
claims relate to tangible property and are more likely to be discovered shortly after the loss occurs. Congbquestitpation of

loss reserves for these classes is generally less complex.

While we estimate that approximately half of our written premium is in, what we would characterize agaihctéeses of business,
most of our loss reserves relate to lontgdl liability classes of business. Lo#tgiled classes include automobile liability, commercial
liability, third-party coverage and workersd compensation. For many |
years or more, maylapse between the occurrence of the loss, the discovery and reporting of the loss to us and the settlement of
claim. As a result, loss experience in the more recent accident years faaileddiability coverage has limited statistical credibility
because a relatively small proportion of losses in these accident years (the calendar years in which losses are ineyoeddare
claims and an even smaller proportion are paid losses. Liability claims are also more susceptible to litigation asigruéicamty
affected by changing contract interpretations, the legal, political and social environment, the risk and expense daf [tigatiote

and inflation. Consequently, the estimation of loss reserves for these coverages is more complexalydstybject to a higher
degree of variability and uncertainty compared to steled coverages.

Most of our indirect business from our roff voluntary and ongoing involuntary pools is assumed Hailgd casualty reinsurance.
Reserve estimates fthiis business are therefore subject to the variability caused by extended loss emergence periods. The estimal
of loss reserves for this business is further complicated by delays between the time the claim is reported to the oedamginsu
when it B reported by the ceding insurer to the pool manager and then to us, and by our dependence on the quality and consisten
the loss reporting by the ceding company and actuarial estimates by the pool manager. These reserving factors alsarapply tc
discontinued assumed accident and health reinsurance pools and arrangements that are included in our liabilities of digeontinuec
businesses (See i RmdAkforfuaherdiscussian).i n Par t |

A review of loss reserves for each of the clasddsusiness which we write is conducted regularly, generally quarterly. This review
process takes into consideration a variety of trends that impact the ultimate settlement of claims. Where appropnag¢sy the re
includes a review of overall payment aitis and the emergence of paid and reported losses relative to expectations.

The loss reserve estimation process relies on the basic assumption that past experience, adjusted for the effects of cu
developments and likely trends, is an appropriatéstfas predicting future outcomes. As part of this process, we use a variety of
analytical methods that consider experience, trends and other relevant factors. IBNR reserves are generally calcutated by
projecting the ultimate cost of all claims thetve been reported or expected to be reported in the future and then subtracting reporte
losses and loss expenses. Reported losses include cumulative paid losses and loss expenses plus case reserves. dVithin t
reserving process, standard actuari@thnds which include: (1pss development factor methods; €éXpected loss methods
(BornheuttesFerguson); and (3djusted loss methods (Bergu®&ierman), are given due consideration. These methods are described
below:

1 Loss development factor methodsngrally assume that the losses yet to emerge for an accident year are proportional
the paid or reported loss amount observed to date. Historical patterns of the development of paid and reported losse:
accident year can be predictive of the expedtedre patterns that are applied to current paid and reported losses to
generate estimated ultimate losses by accident year.

1 Bornheutter-erguson methods utilize the product of the expected ultimate losses times the proportion of ultimate losst
estimatedo be unreported or unpaid to calculate IBNR. The expected ultimate losses are based upon current estimate:
ultimate losses from prior accident years, adjusted to reflect expected earned premium, current rating, claims cost lev
and changes in busis® mix. The expected losses, and corresponding loss ratios, are a critical component of Barnheutte
Ferguson methodologies and provide a general reasonability guide.
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i BerquistSherman methods are used for estimating reserves in business lines wheralhiteelopment patterns may

be deemed |l ess reliable for more recent accident year
reported losses are first adjusted to reflect current payment settlement patterns and case resacie attbdhen
evaluated in the same manner as the loss development factor methods described above. When the adequacy of
reserves change, the Berguterman incurred method may be deemed more reliable than the reported loss developmel
factor methodLikewise, when the settlement patterns change, the Bet§&iman paid method may be deemed more
reliable than the paid loss development factor method.

In addition to the methods described above, various tailored reserving methodologies are ustinfdrusaresses. For example, for
some low volume and high volatility classes of business, special reserving techniques are utilized that estimate 1BbtRdyhsele

loss ratio that balances actual reported losses to expected reported losses adyl¢fieesstimated underlying reporting pattern.
Also, for some classes with long exposure periods (e.g., construction defect, engineering and surety), earnings pagterns plu:
estimated reporting lag applied to the Bornhetf@rguson initial expected Issatio are used to estimate IBNR. This is done in order

to reflect the changing average exposure periods by policy year (and consequently accident year).

In completing the loss reserve analysis, a variety of assumptions must be made for each line of business, coveragatamhiaccide
Each estimation method has its own pattern, parameter and/or judgmental dependencies, with no estimation methoet biesmy bett
the others in all situations. The relative strengths and weaknesses of the various estimation methods, when appliedao dgsart

of business, can also change over time, depending on the underlying circumstances. In many cases, matiple msthods will

be valid for the particular facts and circumstances of the relevant class of business. The manner of application aré thfe degr
reliance on a given method will vary by line of business and coverage, and by accident year basedatragon of the above
dependencies and the potential volatility of the loss frequency and severity patterns. The estimation methods seleatekimhgiv

at a particular valuation date are those that are believed to produce the most reliable nrfdic#ti® loss reserves being evaluated.
Selections incorporate input from claims personnel, pricing actuaries, and underwriting management on loss cost trémls and c
factors that could affect ultimate losses.

For most classes of shortitiled busines in our Commercial and Personal Lines segments, the emergence of paid and incurred losse
generally exhibits a relatively stable pattern of loss development from one accident year to the next. Thus, for tlsedbeclasse
development factor method ggenerally appropriate. For many of the classes of shtailed business, the emergence of paid and
incurred losses may exhibit a relatively volatile pattern of loss development from one accident year to the next. ¢tasagtainere

there is a relatiely low level of reliability placed on the available paid and incurred loss data, expected loss methods or adjusted Io
methods are considered appropriate for the most recent accident year.

For longettailed lines of business, applying the loss develpnfactor method often requires even more judgment in selecting
development factors, as well as more significant extrapolation. For thosealtety lines of business with high frequency and
relatively low perloss severity (e.g., personal automobilebility), volatility will often be sufficiently modest for the loss
development factor method to be given significant weight, even in the most recent accident years, but expected lossianethods
adjusted loss methods are always considered and frequeitilgduin the selection process. For those lbaited lines of business

with low frequency and high loss potential (e.g., commercial general liability), anticipated loss experience is lesklpreeictase

of the small number of claims and erratic clageverity patterns. In these situations, the loss development factor methods may no
produce a reliable estimate of ultimate losses in the most recent accident years since many claims either have nepypeteloean r

are only in the early stages oktlsettlement process. Therefore, the loss reserve estimates for these accident years may be basec
methods less reliant on extrapolation, such as Bornhegtrgiuson. Over time, as a greater number of claims are reported and the
statistical credibilityof loss experience increases, loss development factor methods or adjusted loss methods are given increas
weight.

Management endeavors to apply as much available data as practicable to estimate the loss reserve amount for eachelfise of bus
coverageand accident year, utilizing varying assumptions, projections and methods. The ultimate outcome is likely to fall within
range of potential outcomes around this loss reserve estimated amount.

Our carried reserves for each line of business and covaraggetermined based on the quarterly loss reserving process. In making
the determination, we consider numerous quantitative and qualitative factors. Quantitative factors include changesestimatse

in the period, the maturity of the accident ydeends observed over the recent past, the level of volatility within a particular class of
business, the estimated effects of reinsurance, including reinstatement premiums, general economic trends and other fac
Qualitative factors may include legahd regulatory developments, changes in claim handling and case reserving practices, recel
entry into new markets or products, changes in underwriting practices or business mix, concerns that we do not haversufficien
quality historical reported and jgaloss and LAE information with respect to a particular line or segment of our business, effects of
the economy and political outlook, perceived anomalies in the historical results, evolving trends or other factorssin deimgust
evaluate whether ahange in the data represents credible actionable information or an anomaly. Such an assessment requ
considerable judgment. Even if a change is determined to be apparent, it is not always possible to determine the eextearigd.th

As a result, thre can be a time lag between the emergence of a change and a determination that the change should be partially or
reflected in the carried loss reserves. In general, changes are made more quickly to reserves for more mature aceitdmesgears
volatile classes of business.
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Reserving Process Uncertainties

As stated above, numerous factors (both internal and external) contribute to the inherent uncertainty in the procéshinfdetzb
reserves, including changes in the rate of inflatiorgfuods and services related to insured damages (e.g., medical care, home repairs
etc.), changes in the judicial interpretation of policy provisions and settlement obligations, changes in the generaif gites! in
determining damage awards, legtsle actions, such as expanding liability, coverage mandates or expanding or suspending statutes
limitations which otherwise limit the times within which claims can be made, changes in the extent of insured injuries,iotthag

trend of expected éguency and/or severity of claims, changes in our book of business (e.g., change in mix due to new or modifie
product offerings, new or rapidly expanding geographic areas, etc.), changes in our underwriting practices and chainges in cl
handling procedws and/or systems. Regarding our indirect business from voluntary and involuntary pools, we are periodicall
provided loss estimates by managers of each pool. We adopt reserve estimates for the pools that consider this infoottegion and
facts.

In addtion, we must consider the uncertain effects of emerging or potential claims and coverage issues that arise as légal, judi
social conditions, political risks and economic conditions change. For example, claims which we consider closed-nEsneeas
additional damages surface or new liability or damage theories are presented. Also, historically, we have observedenbemétequ
hi gher severity in workersé compensation, bodi | yexamplg, mouy ar
surety business) during periods of economic uncertainty or high unemployment. These, and other issues, could haveeHeotgative
on our loss reserves by either extending coverage beyond the original underwriting intent or by indneasimgbier or size of
claims.

As part of our loss reserving analysis, we consider the various factors that contribute to the uncertainty in the ingspresess.
Those factors that could materially affect our loss reserve estimates include lospuolevelpatterns and loss cost trends, reporting
lags, rate and exposure level changes, the effects of changes in coverage and policy limits, business mix shifts, tiie effect
regulatory and legislative developments, economic circumstances, the effettangies in judicial interpretations, the effects of
emerging claims and coverage issues and the effects of changes in claim handling and claim reserving practices. Innmadgg est
of reserves, however, we do not necessarily make an explicit assurigpteEach of these factors. Moreover, all estimation methods
do not utilize the same assumptions and typically no single method is determinative in the reserve analysis for ailieesoébds
coverage. Consequently, changes in our loss reserve estigaterally are not the result of changes in any one assumption. Instead,
the variability will be affected by the interplay of changes in humerous assumptions, many of which are implicit to goehappro
used.

For each line of business and coverage, @gliarly adjust the assumptions and methods used in the estimation of loss reserves il
response to our actual loss experience, as well as our judgments regarding changes in trends and/or emerging pagerns. In
instances where we primarily utilize apsés of historical patterns of the development of paid and reported losses, this may be
reflected, for example, in the selection of revised loss development factors. In-taiggbiclasses of business and for which loss
experience is less predictable doepotential changes in judicial interpretations, potential legislative actions, the cost of litigation or
determining liability and the ultimate loss, inflation, potential claims and other issues, this may be reflected in aqldbarege in

our estinate of ultimate losses for particular accident years. Most of the insurance policies we have written over many years
written on an fioccurrenceo basis, which means we i nsaenife s
claims first arise from such events many years later. For example, the industry incurred significant losses as a resublirigioaims
from asbestos and environmental damage which occurred decades ago and was not known at such time, and in many cases
limits were available for each year during which such occurrence policies were in place.

The future impact of the various factors that contribute to the uncertainty in the loss reserving process is impossilide fthpre
is potential for significanvariation in the development of loss reserves, particularly for-faihed classes of business and classes of
business that are more vulnerable to economic or political risks.

Reserving Process for Catastrophe Events

The estimation of claims and clasnexpense reserves for catastrophes also comprises estimates of losses from reported claims &
IBNR, primarily for damage to property. In general, our estimates for catastrophe reserves are determined on an ewent basic
considering various sources ofadlable information, including specific loss estimates reported to us based on claim adjuster
inspections, overall industry loss estimates, our internal data regarding exposures related to the geographical loeai@nbénd
estimates of potentialubrogation recoveries. However, depending on the nature of the catastrophe, the estimation process can
further complicated by other impediments. For example, for hurricanes, other severe wind storms and wildfires, compiieations
include the inabitiy of insureds to promptly report losses, delays in the ability of claims adjusting staff to inspect losses, difficulties ir
determining whether wind storm losses are covered by our homeowners policy (generally for damage caused by wind omwind dri
rain) or are specifically excluded from coverage caused by flood, and challenges in estimating additional living expenges, asses!
the impact of demand surge, exposure to mold or smoke damage and the effects of numerous other considerations. Anetiser exam
the complication of estimating the cost of business interruption coverage on commercial lines policies. Estimates dphestastr
which occur at or near the end of a financial reporting period may be even less reliable since we will have lesdalavatatiée

and little time to complete our estimation process. In such situations, we may adapt our practices to accommodate tirecescums
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For events designated as catastrophes, we generally calculate IBNR reserves directly as a result aednBStiRnzlaim count and

an estimated average claim amount for each event. Such an assessment involves a comprehensive analysis of the natote of the
of policyholder exposures within the affected geographic area and of available claims intellidepeeding on the nature of the
event, available claims intelligence could include surveys of field claims associates within the affected geographidaarea, ae
photographs of the affected area, feedback from a catastrophe claims team sent into teevaieas @ata on claims reported as of
the financial statement date. In addition, loss emergence from similar historical events is compared to the estimatedolBNR fo
current catastrophe events to help assess the reasonableness of our estimates.

Reseving Sensitivity Analysis

The following discussion presents disclosure related to possible variation in net reserve estimates (i.e., net of estsuedader
recoverables) due to changes in key assumptions. This information is provided for illegitapeses only. Many other assumptions
may also lead to material reserve adjustments. If any such variations do occur, then they would likely occur over aspeeil of
years and therefore their impact on our results of operations would be recoduizeylthe same periods. It is important to note,
however, that there is the potential for future variations greater than the amounts described below and for any suchtears@tio
recognized in a single quarterly or annual period. No consideratidveleasgiven to potential correlation or lack of correlation among
key assumptions or among lines of business and coverage as described below. As a result, and because there are s$aateaisy other
which affect our net reserve estimate, it would be ingmjaite to take the amounts described below and simply add them together in
an attempt to estimate volatility in total. While we believe these are reasonably possible scenarios, the reader shgittentte
following sensitivity analysis as illustra# of a net reserve range.

1 Personal and Commercial Automobile Bodily Injtirjoss reserves recorded for bodily injury on voluntary business were
$713.5 million as of Decemb@d, 2019. A key assumption for bodily injury is the inflation rate underlyiegestimated
reserve. A five point change (e.g., 4% changed to 9%.%) in the embedded inflation rate would have changed total
reserves by approximately $90 million, either positive or negative, respectively, at DeGdmpet 9.

1 Personal Automobile étsonal Injury Protection Medical Payménkoss reserves recorded for personal injury protection
medical payment on voluntary business were $157.2 million as of Dec8hb2019, of which approximately 95%
relates to Michigan policies. A key assumptiam this coverage is the inflation rate underlying the estimated reserve.
Given the long reporting pattern for this line of business, an additional key assumption is the amount of addition:
development required to reach full maturity, thereby reflectitignate costs, as represented by the tail factor. A five
point change in the embedded inflation rate and a one point change to the tail factor assumption (e.g., 2% changed to
or 3%) would have changed total reserves by approximately $52 million, eiibiive or negative, at Decembgt,

2019.

1 Wor kerso6 Coimpesasmaesemves recorded for wor ker s émiloroasip e n
of DecembeB8 1 , 2019. A key assumption f or umnderlyikgehe ssématedrespreen s ¢
Given the long reporting pattern for this line of business, an additional key assumption is the amount of addition:
development required to reach full maturity, thereby reflecting ultimate costs, as represented byfatmrtaA five
point change in the embedded inflation rate and a one point change to the tail factor assumption would have changed t
reserves by approximately $128illion, either positive or negative, at DecemBér 2019.

1 Monoline and Multiple Pdél General Liabilityi loss reserves recorded for monoline and multiple peril general liability on
voluntary business were $846n7illion as of DecembeBl, 2019. A key assumption for monoline and multiple peril
general liability is the implied adequacf/tbe underlying case reserves. A ten point change in case adequacy (e.g., 10%
deficiency changed to 0% or 20% deficiency) would have changed total reserves by approximatellid82either
positive or negative, at Decemigt, 2019.

i Specialty Programi loss reserves recorded for Hanover Programs were $83Bién as of DecembeBl, 2019. Two
key assumptions underlying the actuarial reserve analysis for specialty programs are the inflation rate underlying t

estimated reserve for our commercialemo bi | e | i ability, gener al l'iability
as the tail factor selection for wor kersd compensat.
aforementioned coverages, and a one point change in theavors 6 compensation tail fact

have changed total reserves by approximately $54 million at Dec&hp2019.
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Carried Reserves and Reserve Rollforward

The following table provides a reconciliation of the gross beginning and gemdserve for unpaid losses and loss adjustment
expenses.

YEARS ENDED DECEMBER 31 2019 2018 2017
(in millions)
Gross loss and LAE reserves, beginning of year $ 5,304.1 $ 5,058 $ 4,660.(
Reinsuranceecoverable on unpaid losses 1,472.¢ 1,455.( 1,349.2
Net loss and LAE reserves, beginning of year 3,831t 3,603.f 3,310.¢
Net incurred losses and LAE in respect of losses occurring in:
Current year 2,893.( 2,733t 2,579.¢
Prior year norcatastrophe development (0.9 0.4 1.2
Prior yearcatastrophe development (27.5) (9.3) (1.9
Total incurred losses and LAE 2,864.¢ 2,724.¢ 2,579.¢
Net payments of losses and LAE in respect of losses occurring in:
Current year 1,315. 1,232.C 1,203.¢
Prior years 1,301.1 1,264.: 1,083.1
Total payments 2,616.5 2,496.¢ 2,286.¢
Net reserve for losses and LAE, end of year 4,079.¢ 3,831.t 3,603.t
Reinsurance recoverable on unpaid losses 1,574.¢ 1,472.¢ 1,455.(
Gross reserve for losses and LAE, end of year $ 5,654+ $ 5,304.1 $ 5,058.k

The following table summarizes the gross reserve for losses and LAE by line of business.

DECEMBER 31 2019 2018 2017
(in millions)
Commercial multiple peril $ 1,122.C $ 1,043.7 $ 963.t
Workers' canpensation 698.2 677.% 653.5
Commercial automobile 427.C 399.€ 380.2
Other commezial lines:
Hanover Programs 512.€ 492.C 475.4
Managemenand professional liability 281.t 257.7 247.C
Monoline geeral liability 265.5 246.€ 231.€
Umbrella 197.¢ 166.¢€ 159.7
Marine 95.9 99.5 117.c
Surety 76.9 99.C 87.8
Specialty industrial and commercial property 71.1 54.5 68.8
Other lines 28.4 21.¢ 15.5
Total other commercial lines 1,530.1 1,438.( 1,403.c
Total Commercial Lines 3,777.% 3,558.¢ 3,400.5
Personal automobile 1,645.1 1,5632.¢ 1,471.5
Homeowners and other personal 194.2 174.¢ 147.€
Total Personal Lines 1,839.4 1,707.¢ 1,619.c
Total Other Segment 37.7 37.¢ 38.7
Total loss and LAE reserves $ 5,654 $ 5,304.1 $ 5,058.t
AOt her comm®t hieal Iliines® in the table above, is primarily
LAE reserves in our @Tot adff volihtdryeassunie rgimserangedls buseésat e t o our r u

Prior Year Development

Conditions and trends that have affected reserve development in the past will not necessarily recur in the future.efisutideuss
AReserving Process Overviewd i n t hrecegndless dedelopmgnt gattecns are important u
factors in estimating loss reserves, however, they are not the only factors we evaluate to establish reserves. Theobi@négah m
application of standard actuarial methodologies in projecting ultimabelcould result in materially different reserves to those held.
Accordingly, it is not appropriate to extrapolate future favorable or unfavorable development based on amounts expgsi@rced in
periods.
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The following table summarizes prior year unfaalde (favorable) development by segment for the periods indicated:

2019 2018 2017
Loss Loss Loss
& & &

(in millions) LAE Catastrophe Total LAE Catastrophe Total LAE Catastrophe Total
Commercial Lines $(28.7) % (24.6) $(53.3)$(34.1) $ (6.8)$(40.9% (94 % (1.4) $ (10.9
Personal Lines 26.€ (299 237 333 (2.5 30.8 9.4 o} 9.4
Other Segment 1.2 0 1.2 1.2 o} 1.2 1.2 o} 1.2

Total prior year unfavorable

(favorable) development $ (09 % (275)$(28.4H% 0.4 $ 9.3)$ 899% 12 % (1.49% (0.2

Catastrophe Loss Development

In 2019, favorable catastrophe development was $27.5 mipiamarily due to lower than expected losses related to the 2017 and
2018 California wildfires, including the sale of subrogation rights on certain California wildfire losses, and the 2Q&hdurri
Florence. In 2018, favorable catastrophe development @&srillion, primarily due to lower than expected losses related to the
2017 hurricanes Harvey, Irma and Maria and California wildfires. In 2017, favorable catastrophe development was $1.4 millio
primarily due to lower than expected losses related t@@é hurricane Matthew.

Loss and LAE Development, excluding catastrophes

The following table provides a summary of unfavorable/(favorable) loss and LAE reserve development, excluding catastrophes.

YEARS ENDED DECEMBER 31 2019 2018 2017
(in millions)
Commercial multiple peril $ (6.6) $ 12 $ 2.5
Workersd6 compensation (32.6) (31.0 9.1
Commercial automobile 6.4 23.2 2.5
Other commercial lines:
Hanover Programs 24.6 18.2 (0.9)
General liability (7.8 (27.9 (1.9
Marine (6.9 (4.7) 1.8
Surety (4.2) (9.0 0.1
Umbrella 2.8 0.6 (0.2
Other lines (4.5) (2.3) 4.7)
Total other commercial lines 4.1 (25.1) (5.3
Total Commercial Lines (28.7) (34.2) (9.9)
Personal automobile 22.0 15.C 3.7
Homeowners and other personal lines 4.6 18.3 5.7
Total Personal Lines 26.6 33.3 9.4
Total Other Segment 1.2 1.2 1.2
Total loss and LAE reserve development, excluding catastrophes $ (0.9 $ 04 $ 1.2

2019 Loss and LAE Development, excluding catastrophes

In 2019, net favorable loss and LAEewklopment, excluding catastrophes, was9$@illion. Commercial Lines favorable
development of 8.7 million was primarily due to lower than expected losses3&®mi | | i on wi thin the worl
in accident years 2Glthrough 2018and lover than expected losses in our commercial multiple peril firimarily in accident years
2015 through 201,6oartially offset by higher than expected losses in our commercial automobile and other commerchighezs
than expected losses in the comaie automobile line was driven by higher bodily injury severity and personal injury protection in
accident years 2016 through 20ithin other commercial linesigher than expected losses of $24.6 million in Hanover Programs,
primarily in accident years 2011, 2013, 2015, and 2017, was partially offdetvey than expected losses in @eneral liability,
marineandsuretylines Personal Lines unfavorable despiment of 6.6 million was primarily due to higher than expected losses of
$22.0million in the personal automobile line, driven by bodily injury severity and personal injury protection in accident §&ars 20
through 2017. In addition, Other Segment upfable development of1® million was due to adverse loss trends in our-offn
voluntary pools busineswhich includes asbestos and environmental reserves.
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2018 Loss and LAE Development, excluding catastrophes

In 2018, net unfavorable loss and LAdevelopment, excluding catastrophes, was $0.4 million. Commercial Lines favorable
devel opment of $34.1 million was primarily due to | omliee t h
in accident years 2015 through 2017, a28&.% million in other commercial lines, partially offset by higher than expected losses of
$23.2 million in the commercial automobile line, driven by higher bodily injury severity in the 2014, 2016 and 2017 geeident
Within other commercial lines, Weer than expected losses in our general liability lines, related to the 2014 through 2016 acciden
years, and our surety line in accident years 2015 and 2017, was partially offset by higher than expected losses indgmamser Pr
primarily in accident yars 2010 through 2014. Personal Lines unfavorable development of $33.3 million was primarily due to highe
than expected losses within the homeowners line in accident years 2015 through 2017, and in the personal automobde byge, dri
bodily injury sewrity in the 2016 accident year and, to a lesser extent, the 2015 accideit pelgition, Other segment unfavorable
development of $1.2 million was due to adverse loss trends in owsffrmoluntary pools business which includes asbestos and
environmetal reserves.

2017 Loss and LAE Development, excluding catastrophes

In 2017, net unfavorable loss and LAE development, excluding catastrophes, was $1.2 million. Commercial Lines favorak
development of $9.4 million was primarily due to lower than expectd osses wi thin the workersodé c
2012 through 2016. Personal Lines unfavorable development of $9.4 million was primarily due to higher than expectad losses
homeowners for accident year 2016.addition, Other segment favorable development of $1.2 million was due to higher than
expected losses in our rarff voluntary pools business, which includes asbestos and environmental reserves.

Asbestos and Environmental Reserves

As of December 31, 2019, we have $37.9 milliomef asbestos and environmental reserves, comprised of $8.4 million of direct
reserves and $29.5 million of assumed reinsurance pool reserves. This compares to net reserves of $38.9 million afidr$as.8 mil
of December 31, 2018 and 2017, respectivBlyding loss and LAE reserves for all direct business written by our property and
casualty companies related to asbestos and environmental damage liability were $8.4 million, $8.9 million and $9.5eindfion, n
reinsurance of $17.6 million, $18.7 milliand $20.2 million for the years ended December 31, 2019, 2018 and 2017, respectively.
Activity for our direct asbestos and environmental reserves was not significant to our 2019, 2018 or 2017 financidlsrastdlt

of our historical direct undervting mix of Commercial Lines policies toward smaller and middle market risks, past asbestos and
environmental damage liability loss experience has remained minimal in relation to our total loss and LAE incurred experienc
Although we attempt to limit ouexposures to ashestos and environmental damage liability through specific policy exclusions, we
have been and may continue to be subject to claims related to these exposures.

In addition to reserves we carry to cover exposure in our direct business, avedtablished gross and net loss and LAE reserves for
assumed reinsurance pool business with ashestos and environmental damage liability of $29.5 million, $30.0 millionraitib$30.3

at December 31, 2019, 2018 and 2017, respectively. These reseatesagbools in which we have terminated our participation;
however, we continue to be subject to claims related to years in which we were a participant. Results of operations fsooishes
are included in our Other segment. A significant part of oot pEserves relates to our participation in the ECRA voluntary pool from
1950 to 1982. In 1982, the pool was dissolved and since that time, the business has beefi. i@uumpercentage of the total pool
liabilities varied from 1% to 6% during these y&aOur participation in this pool has resulted in average paid losses of approximately
$2 million annually over the past ten years.

We estimate our ultimate liability for asbestos, environmental and toxic tort liability claims, whether resulting freinbuBineess,
assumed reinsurance or pool business, based upon currently known facts, reasonable assumptions where the facts are not k
current law and methodologies currently available. Although these outstanding claims are not believed to bentsitmgfica
existence gives rise to uncertainty and are discussed because of the possibility that they may become significant. YWat believe
notwithstanding the evolution of case law expanding liability in asbestos and environmental claims, reconksiredatrd to these
claims are adequate. Nevertheless, the asbestos, environmental and toxic tort liability reserves could be revised;lanelvisigrs.

could have a material adverse effect on our results of operations for a particular quartemlyabpariod or on our financial position.

Reinsurance

See @A Rei ns utiaBusiness foriinformhtibneomour reinsurance programs.
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INVESTMENTS

The investments discussion below excludes amounts relating to the operations of Chaucer.
INVESTMENT RBULTS

Net investment income before income taxes was as follows:

DECEMBER 31 2019 2018 2017

(dollars in millions)

Fixed maturities $ 2324 $ 2177 % 205.¢€
Limited patnerships 19.7 24.1 15.3
Equity secuties 16.3 17.C 18.0
Mortgage loans 16.3 14.C 114
Other inveiments 5.3 4.8 3.4
Investmenexpenses (8.7) (10.2) (10.0)
Net investment income $ 2812 $ 267.4 $ 243.¢
Earned yield, fixed maturities 3.58% 3.62% 3.75%
Earned yield, total portfolio 3.65% 3.74% 3.75%

The increase in net investment income in 2019 was primarily due to the continued investment of operational cash flows and
investment of proceeds from the sale of Chaucer prior to their deployment, partially offset by lower limited partnensteipaimto
the impact of lower new money yields. In 2018, the increase in net investment income was primarily due to the investrhent of hig
operational cash flows and higher limited partnership income, partially offset by the impact of lower fixed income newiehdsey
We expect average fixed income yields to continue to decline as new money rates remain lower than embedded book yields.

INVESTMENT PORTFOLIO

We held cash and investment assets diversified across several asset classes, as follows:

DECEMBER 31 2019 2018
% of Total % of Total

Carrying Carrying Carrying Carrying
(dollars in millions) Value Value Value Value
Fixed maturities, at fair value $ 6,687.1 81.4% $ 6,161.k 74.1%
Equity securities, at fair value 575.7 7.0 464.4 5.6
Mortgage and other loans 441.2 5.4 405.7 4.9
Other investments 292.C 3.6 255.¢ 3.1
Cash and cash equivalents 215.7 2.6 1,020.% 12.3
Total cash and investments $ 8,211.7 100.0% $ 8,308.1 100.%

CASH AND INVESTMENTS

Total cash and investments decrea$®@.4 million, or 1.2%, for the year ended Decemk#t, 2019, primarily attributable to $550
million of accelerated share repurchases, shareholder dividend payments of $386 million, including special dividends of $289 millic
and repayment of the Feder al Home Loan Bank (AFHLBO) debt
partially offset by operational cash flows of approximately $536 million and market value appreciation of approximately $#23 milli
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The following table provides information about the investment types of our fixed maturities portfolio:

DECEMBER 31 2019
(in millions)
Net Change in Net
Amortized Unrealized Unrealized for
Investment Type Cost Fair Value Gains the Year
U.S. Treasury and government agencies $ 342.C $ 349.6 $ 78 $ 12.6
Foreign government 15.7 16.1 0.4 0.3
Municipals:
Taxable 765.7 790.¢ 25.2 17.8
Tax-exempt 41.4 42.6 1.2 1.8
Corporate 3,653.t 3,811.2 157.7 223.€
Assetbacked:
Residential mortgagbacked 905.4 921.4 16.C 28.0
Commercial mortgagbacked 666.4 691.€ 255 33.6
Assetbacked 62.1 63.2 1.1 1.6
Total fixed maturities $ 6,452.. $ 6,687.1 $ 234¢ $ 319.2

The increase in net unrealized gains on fixed maturities was primarily due to lower prevailing interest rates and digsfeants.

Amortized cost and faivalue by rating category were as follows:

DECEMBER 31 2019 2018

Rating

Agency % of % of
(dollars in millions) Equivalent Amortized Total Fair Amortized Total Fair
NAIC Designation Designation Cost Fair Value Value Cost Fair Value Value
1 Aaa/Aa/A $ 4,373.C $ 4,522.7 67.6% $ 4,297.7 $ 4,258.¢ 69.1%
2 Baa 1,785.2 1,857.¢ 27.8 1,636.7 1,601.C 26.C
3 Ba 160.z 167.€ 2.6 176.4 173.2 2.8
4 B 130.z 135.2 2.0 120.C 113.€ 1.9
5 Caa and lower 2.0 2.2 o} 14.8 14.3 0.2
6 In or near default 1.6 1.8 0 0.3 0.4 o}
Total fixed maturities $ 64522 $ 6,687.] 100.C% $ 6,245¢ $ 6,161.F 100.(%
Based on ratings by the National Association of Il nsur anc ¢

portfolio consisted of investment grade securities at DeceB81he2019 and 2018. The quality of our fixed maturity portfolio remains
strong based on ratings, capital structure position, support through guarantees, underlying security, issuer diveasificagéioch

curve position.

Our investment portfolio primarily consists of fixed maturity securities whose fair value is suscéptiblrket risk, including

i nterest rate changes. See also fiQuantitative and Quadita
qguantify our inherent interest rate risk and analyze invested assets relative to our reseriesliabilit

The duration of our fixed maturity portfolio was as follows:

DECEMBER 31 2019 2018

(dollars in millions) Amortized % of Total Amortized % of Total
Duration Cost Fair Value Fair Value Cost Fair Value Fair Value

0-2 years $ 1,253.1 % 1,276.( 19.1% $ 1,092 $ 1,101.t 17.9%
2-4 years 1,811.¢ 1,872.¢ 28.C 1,427.2 1,420. 23.C
4-6 years 1,841.2 1,917.C 28.7 1,831.C 1,801. 29.2
6-8 years 1,113.¢ 1,177.2 17.€ 1,768.¢ 1,710.C 27.8
8-10 years 316.2 322.2 4.8 57.5 59.7 1.0
10+ years 115.¢ 121.t 1.8 69.C 68.2 1.1
Total fixed maturities $ 6,452.: $ 6,687.1 100.(% $ 6,245¢ $ 6,161. 100.(%

Weighted average duration

4.3

4.5

Our fixed maturity and equity securities are carried at fair value. Financial instruments whossastietermined using significant
management judgment or estimation constituted less than 1% of the total assets we measured at fair value. See -afsd-Note 15

Valueodo in the

Notes to Con

solidat
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Equity securities primarilyconsist of U.S. incomeriented large capitalization common stocks and developettet equity index
exchangdraded funds.

Mortgage and other loans consist primarily of commercial mortgage loan participations, which represent our interest giatommer
mortgage loans originated by a thipérty. We share, on a prata basis, in all related cash flows of the underlying mortgage loans,
which are investmergrade quality and diversified by geographic area and property type.

Other investments consist primigrof our interest in corporate middle marlegidreal estate limited partnerships. Corporate middle
market limited partnerships may invest in senior or subordinated debt, preferred or common equity or a combinationf thereof,
middle market businesseReal estate limited partnerships invest in debt and/or equity of real properties.

Investments in mortgage loan participations and limited partnerships are generally illiquid in nature.

Although we expect to invest new funds primarily in investment gragel fimaturities, we have invested, and expect to continue to
invest, a portion of funds in limited partnerships, common equity securities, below investment grade fixed maturitiesrand oth
investment assets.

We deposit funds with various state and govemtaleauthorities. See Notei3fil nvest ment so6 i n the Note
Statements for additional information.

OTHERTHAN-TEMPORARY IMPAIRMENTS

For the years ended December 31, 2019, 2018 and 2017, we recognized in e@ingsdlion, $4.6million and $5.6 million,
respectively, of othethant e mpor ary i mpairments (AOTTI 0) . In 2019, OTTI c
In 2018, OTTI consisted of $2.6 million on fixed maturities and $2.0 million on other investets.adn 2017, OTTI consisted of
$2.0 million on other invested assets, $1.8 million on fixed maturities and $1.8 million on equity securities.

The carrying values of fixed maturity securities on-4acgrual status at Decemt&t, 2019 and 2018 were notterial. The effects

of nonaccruals compared with amounts that would have been recognized in accordance with the original terms of the fixed maturi
for the years ended Decemldr, 2019, 2018 and 2017 were also not material. Any defaults in therfiadities portfolio in future
periods may negatively affect investment income.

UNREALIZED LOSSES

Gross unrealized losses on fixed maturities at December 31, 2019 were $7.6 million, a defc#d@€6e6 million compared to
DecembeBl, 2018, primarily atibutable to lower prevailing interest rates and tighter credit spreads. At Deceét0919, gross
unrealized losses consisted primarily$¥.9 million on corporate fixed maturitie$1.3 million on U.S. government securities and
$1.2 million on munigdal securities. See alsoNoté 8| nvest ment so in the Notes to Consol

We view gross unrealized losses on fixed maturities as temporary since it is our assessment that these securities imilthecove
near term, allowing uso realize their anticipated lortgrm economic value. Further, we do not intend to sell, nor is it more likely
than not we will/l be required to sell, such debt sedyvand t i €
Capital Resor c e s 0) . Il nherent in our assessment are the risks tha
reverts to recessionary trends; we may decide to subsequently sell a security for unforeisees heeds; or changes in the credit
assessment from our original assessment may lead us to determine that a sale at the current value would maximize sacbvery on
investments. To the extent that there are such adverse changes, an OTTI would be recognized as a realized loss. Adtlzeagh unre
|l osses on fixed maturities are not reflected in thethar esu
temporaryo, the fair val ue of the underl ying i nvernsotligawadt ,
Balance Sheets.

The following table sets forth gross unrealized losses for fixed maturities by maturity period at DeEn20d19 and 2018. Actual
maturities may differ from contractual maturities because borrowers may have the rightotopcappay obligations, with or without
call or prepayment penalties, or we may have the right to put or sell the obligations back to the issuers.

DECEMBER 31 2019 2018
(in millions)
Due in one year or less $ o $ 0.3
Due after one year through five years 1.1 20.2
Due after five years through ten years 3.3 80.2
Due after ten years 2.0 8.3
6.4 109.C
Mortgagebacked anéssetbacked securities 1.2 25.2
Total fixed maturities $ 76 $ 134.2
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Our investment portfolio and sharehol dersd equity c.&Markebe s
volatility could increase and defaults on fixed income securities could occur. As a result, we could incur additized! ardl
unrealized losses in future periods, which could have a material adverse impact on our results of operations and/po§itemcial

Monetary policies in developed economies remain accommodative amid signs of limited inflationary pressures and lower glol
economic activity. Major central banks continue to closely monitofpgditical developments, conditions in global financial méske

and the outlook for growth, and continue to demonstrate an ability and willingness to adjust monetary policy as reqoivield to p
l'iquidity, support growth and achieve inflati on $fadergléuhds . I
target range by 75 bps in 2019, including 25 bps during the fourth quarter of 2019, lowering its target range to 1.58%& to 1.7
Recent economic activity has slowed, although growth continues at a moderate rate, and the Fed confrastgtoveth to remain
solid, labor markets to stay strong, and inflation to move back up over time to its 2% objBotivieed has communicated that in
light of ongoing economic uncertainties and muted inflation pressures, it will continue to closeigrriimplications of incoming
information and act appropriately to sustain the expansion. The Fed indicated the downside risks to economic actigigdave e
slightly, but that risks to gross domestic product growth remain. Two significant factogs weiched carefully are the trade/tariff
negotiations between the United States and its various trade partners, and the negotiations between the U.K. and thénBuropean
regarding Brexit.Should trade negotiations lead to a shift or bréalwn in globatrade patterns or further weakeniigforeign
economic activitythere could be negative implications for certain issuers, sectors, or the economy at large.

Fundamental conditions in the corporate sector generally remain sound. While we may expefauitseah fixed income securities,
particularly with respect to neimvestment grade debt securities, it is difficult to foresee which issuers, industries or markets will be
affected. As a result, the value of our fixed maturity portfolio could changélydp ways we cannot currently anticipate, and we
could incur additional realized and unrealized losses in future periods.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
INTEREST RATE SENSITIVITY

The valuation of the investment portfoliogsbject to risk resulting from interest rate fluctuations, which may adversely impact the
valuation of the investment portfolio. In a rising interest rate environment, the value of the fixed maturity sectorpombpicbes
approximately 81% of our investmt portfolio, may decline as a result of decreases in the fair value of the securities. Our intent is t
hold securities to maturity and recover the decline in valuation as prices accrete to par. However, our intent may a@hé&mge pri
maturity duetochmages i n the financi al mar ket s, our analysis of an
cash flow needs. Interest rate fluctuations may also reduce net investment income and, as a result, profitability. [[Ehengprtfo
realize lower yields and therefore lower net investment income on securities because securities with prepayment and cakhjeatures
prepay at a different rate than originally projected. Also, funds may not be available to invest at higher interest rates.

In a declining interest rate environment, prepayments and calls may increase as issuers exercise their option to refieamateat lo
The resulting funds would be reinvested at lower yields.

The following table illustrates the estimated impact on theviue of our fixed maturity portfolio at December 31, 2019 and 2018 of
hypothetical changes in prevailing interest rates, defined as changes in interest rates on U.S. Treasury debt. Ifldoeshariges

in credit spreads, liquidity spreads andestfactors that also affect the value of securities. Since changes in prevailing interest rate:
are often accompanied by changes in these other factors, the reader should not assume that an actual change in wbetdst rates
result in the values illusited.

(dollars in millions)

INVESTMENT TYPE +300bp +200bp +100bp 0 -100bp -200bp -300bp

Residential mortgagbacked securities $ 785 $ 830 $ 880 $ 921 $ 950 $ 965 $ 980
Municipal securities 730 765 795 834 870 910 950
All other fixed maturity securities 4,32C 4,51t 4,72C 4,932 5,15C 5,38C 5,63¢
Total DecembeB1, 2019 $ 583 $ 611C $ 6,39t $ 6687 $ 6,97C $ 7,258 $ 7,56F
Total December 31, 2018 $ 537 $ 562 $ 588t $ 6,162 $ 644C $ 6,71C $ 6,97

Our overall inestment strategy is intended to balance investment income with credit and interest rate risk, while maintainir
sufficient liquidity and the opportunity for capital growth. The asset allocation process takes into consideration thfebtygness
written and the level of surplus required to support our different businesses and the risk return profiles of the underlyiagsasset cl
We look to balance the goals of capital preservation, net investment income stability, liquidity and total return.
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The majaoity of our assets are invested in the fixed income markets. Through fundamental research and credit analysis, with a fo
on value investing, our investment professionals seek to identify a portfolio of stable ipomseing higher quality U.S.
governnent, foreign government, municipal, corporate, residential and commercial mebtaelgl securities and asbetcked
securities. We have a general policy of diversifying investments both within and across major investment and indussitd secto
mitigate credit and interest rate risk. We monitor the credit quality of our investments and our exposure to individual market
borrowers, industries, sectors and, in the case of commercial moligeked securities and commercial mortgage loan
participationsproperty types and geographic locations. In addition, we currently carry debt that is subject to interest rate risk, whic
was issued at fixed interest rates between 4.50% and 8.207%. Current market conditions, in light of our risk toleriah@eir restr
ability to invest fixed income assets at similar rates of return; therefore, earnings on a similar level of assetsficenbtesuaover
current debt interest costs.

EQUITY PRICE RISK

Our equity securities portfolio is exposed to equity price ris&iray from potential volatility in equity market prices. Portfolio
characteristics are analyzed regularly and price risk is actively managed through a variety of techniques. A hypotieatseabmc
decrease of 10% in the market price of our equity réesi would have resulted in an increase or decrease in the fair value of the
equity securities portfolio of approximately $58 million at December 31, 2019 and $46 million at DeGdmd@t8, which amounts,
after taxes, would be reported in net income.

OTHER ITEMS

Net income also included the following items:
YEARS ENDED DECEMBER 31

(in millions)
Commercial Personal Discontinued

2019 Lines Lines Other Operations Total
Net realized and unrealized investment gains $ 75.C $ 334 % 10 $ o $ 109.4
Other noroperating items (1.3) (1.2 (0.9) 0 (3.9)
Discontinued operationsChaucer business, including ga

on sale, net of taxes o} o} o} 0.4 0.4
Discontinued life businesses, net of taxes o} o} o} (4.3 4.3
2018
Net realized and unrealized investment losses $ (355 $ (13.6) $ 1.6) $ o $ (50.7)
Net loss from repayment of debt (18.7) (7.6) (1.9 o} (28.2)
Discontinued operationsChaucer business, including ga

on sale, net of taxes o} o} o} 151.€ 151.€
Discontinued life businesses, net of taxes o} 0 0 0.1 0.1
2017
Net realized investment gains (losses) $ 177 $ 84 $ (5.0 $ 0o $ 21.1
Other nonoperating items (5.6) (4.6) 0. o} (10.3
Discontinued operationsChaucer business, including ga

on sale, net of taxes o} o} o} (23.1) (23.7)
Discontinued life businesses, net of taxes o} o] o] (16.8) (16.8)

We manage investment assets for our Commercial Lines, Personal Lines and Other segments based on the requirements c
combined property and casualty companies. We allocate the investment income, expenseszaddgesafi and losses to our
Commercial Lines, Personal Lines and Other segments based on actuarial information related to the underlying businesses.
managed investment assets separately fofosorer Chaucer business.

Net realized and unrealized gaina investments werel$9.4 million for 2019, compared to $50.7 million of net realized and
unrealized losses for 2018 and $21.1 million of net realized gains for 2017. Net realized and unrealized gains in 2@¢avigre p
due to $106.5 million of appec@tion in the fair value of our equity securities. Net realized and unrealized losses in 2018 were
primarily due to $43.4 million of losses from the net change in fair value of equity securities that are required totee ieflet
income beginning i”018, due to the implementation of ASU2008 ef f ecti ve January 1, 2018.
PronouncementisSa mmar yotod Bignificant Accounting Policieso i
change in the faivalue of equity securities in both 2019 and 2018 resulted from prevailing market conditions. Additionally, in 2018
we recognized $4.6 million of OTTI losses and $2.7 million of losses recognized from the sale of securities, primanigttixgds.
Netrealized gains in 2017 were primarily due to $26.6 million of gains recognized from the sale of securities, primarity anditie

to a lesser extent, fixed maturities. These gains were partially offset by $5.6 million of OTTI losses.
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At December 31, 218, we had informed the FHLB of our intent to repay a $125 million FHLB note due 2029 with a coupon of 5.5%,
with settlement occurring on January 2, 2019. In the fourth quarter of 2018, we recorded@eraiimg charge of $20.8 million
aftertaxes relaté to the prgpayment provision. Additionally, in 2018 we repurchased subordinated debentures with a net carrying
value of $9.6 million at a cost of $11.5 million, resulting in a loss of $1.9 million.

I ncl uded +‘onpefroatth enrg n o re msedbl02 nidianeof employe2 Germihatianeosts associated with a company
wide expense savings initiative.

Discontinued operations include our discontinued accident and health and life businesses as well as our former Chanterioperat
2019, discontined operations, in total, generated a net loss of $3.9 million, net of tax, primarily related to therfomgre pool in

our discontinued accident and health business. In 2018, discontinued operations, in total, generated a gain of $152\t willion
tax, primarily related to the sale of the Chaucer business. In 2017, discontinued operations, in total, generated28.@ssilbo,

net of tax, primarily related to the loigrm care pool in our discontinued accident and health business antiskeaextent, the
Chaucer business. See iIXlhaawcebi Busn tnhiers s ®ill Chi@y amowa ttainon esho tOep e2
Notes to Consolidated Financial Statements.

DISCONTINUED OPERATIONS - CHAUCER BUSINESS

Gain on Sale of ChauceBusiness

On December 28, 2018, we completed the sale of Chaucer Holdings Limited to China Re and recogniteedgaipren the sale of
$174.4 million and an income tax expense of $42.5 million. THG paid customary transaction costs along with prestalimg c
representations and warranties and agreeing to indemnify China Re for cersaheprentingent liabilities.

The following table summarizes the components of the estimated gain in 2018 related to the sale of the Chaucer business &
December 282018. As discussed below the table, both thetgxegain and income tax expense were updated in 2019.

YEAR ENDED DECEMBER 31

2018
(in millions)
Initial consideration received from safé $ 779.C
Adjustment” (17.0)
Contingent proceed$ @ 31.7
Total cash proceeds expected from sale of Chaucer Holdings Lithited 793.7
Less:
Carrying value of Chaucer businé¥s 530.C
Transaction and other sale related c#sts 30.6
Net realized losses on securities, pension and currency translation obligations related to Chaucefbt 58.7
Total pretax reductions 619.3
Pretax gain on sale 174.4
Income tax expens@ 42.5
Gain on sale $ 131.¢

(1) Initial consideration for Chaucer Holdings Limited as determined in the sales and purchase agreement was $779 million. T
amount, along with $28 million in cash proceeds received from the sale of the Irish entity on February 14, 2019ndlhan$13
from the sale of the Australian entities on April 10, 2019, estimated contingent consideration ahi$@h,7and an
$85million pre-signing dividend from Chaucer that was received in the second quarter of 2018, results in expected tot
proceeds from thentire transaction of $936rillion. These amounts were partially offset by $1mifion paid to China Re
to adjust the purchase price for amounts received by the Company from Chaucer prior to December 28, 2018.

(2) Contingent proceeds, as reflected in shées and purchase agreement, may be up to $45 million and is determined based upo
2018 catastrophe losses. In 2018, our best estimate of contingent consideration was $31.7 million.

(3) The carrying value of the Chaucer business reflects its U.S. GAAPJahak at December 28, 2018, excluding $7.9 million of
U.S-related deferred tax assets that are no longer likely to be realized and therefore are reflected in the income tax expe
category.

(4) Transaction and other sale related costs primarily indiwdkerage, legal, actuarial, tax and other professional fees, employee
retention costs, costs for the purchase of aggregate excess of loss catastrophe coverage in consideration of the contir
proceeds provision, along with certain other miscellaneoaiggek related to the execution of the transaction.

(5) As part of the transaction, investments held by Chaucer were transferred to China Re resulting in the recognitionizédet real
investment losses that were previously reflected in accumulated otherecompn si ve 1 nc o me. Addi tic
pension obligations and currency translation obligations previously recognized in accumulated other comprehensive inco
were recognized as losses associated with the transaction.

(6) The income tax expensepresents the current tax obligation on the sale and the derecognition of deferred tax assets that are
longer likely to be realized.
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Included in the previously recorded $174.4 million gain was $31.7 million of contingent proceeds, which were subj@ogeo
based on devel opment of Chaucerés 2018 catastrophe | osse
development on its 2018 catastrophe losses, primarily due to higher than expected losses for hurricane Michael, Typhdan Jebi
Colombian dam construction loss. Accordingly, we updated and reduced our best estimat&ofcpreingent proceeds by $9.7
million. We received a cash payment of $22.0 million in feettlement of the contingent proceeds.

In addition, we recogmied an income tax charge of $1.2 million in 2019 related to new tax regulations that were issued on June 1
2019 by the U.S. Department of the Treasury, with an effective date retroactive to January 1, 2018. These new regulati
retroactively changed thiaxation of certain not).S. income. Although the impact of these regulations relates to the calculation of
the income tax expense related to the sale of Chaucer, unlike the $42.5 million of income tax expense, noted aboveflétaedvas

in discontirued operations, ASC 740jcome Taxesprescribes that the effect of certain retroactive tax law changes be presented in
continuing operations. Accordingly, we have presented this charge as a separate component ofoperatiog items from
continuingog r at i ons. (See also Al ncome Taxeso below). Additiona
benefits related to prior years.

On February 14, 2019ye completed the sale aur Chauceirelated Irish entity and on April 10, 201®¢ finalized the sale othe
Australian entities, completing the transfer of all Chawetated companies. Collectively, these entities constituted the Chaucer
business in 2018 and prior, whereas just the Irish and Australian entities comprised ther Ghainess reported our results in
2019, until their respective sales to China Ree sale of the Irish entity provided total proceeds of $28 million and resulted in a pre
tax gain of $0.4 million, with aelated income tax benefit of $0.5 million. &kale of the Australian entities for total proceeds of $13
million resulted in a pré¢ax gain of $1.2 million and a related income tax expense of $0.1 million.

Income from Operations of Chaucer Business

The following table summarizes the results of opers for Chaucer for the periods indicated:

(in millions) 2018% 2017
Revenues
Net premiums earned $ 850.C $ 853.(
Net investment income 54.¢ 52.C
Other income 7.5 6.7
912.4 911.7
Losses and operating expenses
Losses and LAE 515.5 549.t
Amortization of deferred acquisition costs 252t 245.¢
Other expenses 115.C 109.2
883.C 904.€
Income from Chaucer business before income taxes and other items
(previously presented as Chaucer's operating income) 294 7.1
Other items:
Interest expense (3.9 (3.9
Net realized andnrealized investment gains (losses) (1.3 2.6
Other income 0.4 2.2
Income from Chaucer business before income taxes $ 24.7 $ 8.6

Loss and LAE ratio:

Currentaccident year, excluding catastrophe losses 54.8 % 53.C %
Prior accident year reserve development, excluding catastrophe losses (4.3)% (4.0)%
Current accident year catastrophe losses 12.1 % 18.2 %
Prior accident yedavorable catastrophe loss development (2.0) % (2.8) %
Total loss and LAE ratio 60.€ % 64.4 %
Expense ratio 42.5 % 40.¢ %
Combined ratio 103.1 % 105.2 %

(1) 2018 reflects the results of operations for pleeiod in which we owned Chaucevhich concluded with the sale of the Chaucer
business on December 28, 2018
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Twelve months ended December 31, 2019

Revenuedrom the portion of the Chaucer business remaining after the sale of the U.K. entities in 2C&BAvadlion during the

year ended December 31, 2019.-Rre operating losses in this business totaled $0.5 million during the same period, whereas thi
business provided aftéax income of $1.6 million for the year ended December 31, 2019. Income Heo@haucer business in the
year ended December 31, 2019 included a $2.0 million benefit related to a decrease in an uncertain tax position dpiatotie ex

of the statute of limitations.

2018 Compared to 2017

Chaucero6s net pr e mimiliovsfor thayear ended Becendber $18 2018, cOmpared to $853.0 million for the year
ended December 31, 2017, a decrease of $3.0 million, or 0.4%. This was primarily due to a planned increase in the dise of ce
reinsurance, as a result of current madgetditions, partially offset by new business growth in the casualty line.

Chaucerd6s income before income taxes for the year ended D
year ended December 31, 2017, an improvement of $18librmThis increase is primarily due to lower catastrophe losses.
Catastrophe losses for the year ended December 31, 2018 were $85.8 million, compared to $131.1 million for the year en
December 31, 2017, a decr eas efore faxes$ dx8udiBg catdsttopheso was $1 006 anillioneirr tites
year ended December 31, 2018, compared to $139.7 million for the year ended December 31, 2017. This $29.2 million decline
primarily due to higher nenatastrophe current accident year laagses and higher expenses, primarily driven by higher brokerage
costs due to a change in business mix

INCOME TAXES

We are subject to the tax laws and regulations of the U.S. and foreign countries in which we operate. We file a cobk8lidated
federalincome tax return that includes our holding company and its U.S. subsidiaries. Generally, taxes are accrued at the L
statutory tax rate for income from the U.S. operations. In December 2017, the U.S. statutory rate decreased from 35% to 2
effective &nuary 1, 2018. Our primary ndhS. jurisdiction was the U.K., until the sale of our Chaucer business, completed on April
10, 2019, with the final sale of the Australian entities. The U.K. statutory tax rate was 19% during the period 201 2@&uite

accrue taxes on certain nthS. income that is subject to U.S. tax at the enacted U.S. tax rate. Foreign tax credits, where available, ¢
utilized to offset U.S. tax as permitted.

The provision for income taxes from continuing operations was an expei98.1 million, $43.5 million, and $76.8 million in 2019,
2018 and 2017, respectively. These amounts resulted in consolidated effective tax rates of 17.8%, 15.4% and 262¢nwome

for 2019, 2018 and 2017, respectiveBhe provisions in 20192018, and 2017 reflect benefits related to tax planning strategies
implemented in prior years of $14.8 million, $9.2 million, and $12.7 millieapectivelyThe provisions in 2012018and 201 7also
included excess tax benefits related to stoaked compensation of $3.0 millign$2.3 millionand %.3 million, respectivelyThe
provision for 2019 includes a charge of $1.2 million, which relates to the aforementioned changes in the tax law retaRQil & t
sale of ChaucefThe provision for2018refleds a taxbenefitrelated to prior years d§4.3 million primarily resulting from a $40.0
million contribution to our U.S. pension plan made in September 2018 and reflected as a deduction in our 2017 U.S. irtame tax
at the then higher statutory teate. Lastly, the provisiofor the 2017tax year further reflects a tax benefit of $3.9 million related to
the revaluation of our net deferred tax Iliabilities Taxs a
Ref or mo oor) .AtSheee Achte di scussion of t h e Absenithesedtems,|the wrovisidnlfar S .
income taxes for 2019, 2018 and 2017 would have been expenses af Billd@n, $59.3 million and $98.7 milliorrespectivelypr
21.0% for 2019 an@018 and33.7%for 2017 Thelower effective tax rate iR019 and?018 is primarily due to the aforementioned
2018decrease in the U.S. statutory rate.

The income tax provision on operating income was an expense & @8Hon, $69.3 million and $89.5 ition for 2019, 2018 and
2017, respectively. These provisions resulted in effective tax rates for operating income of 20.3%, 19.2% and 31.792008019,
and 2017, respectively. The provisions for 202@18and 201 7eflect the aforementioned excess keenefis related to stoclbased
compensationln addition, the 2018 provision included the aforementioned tax benefit related to prior years of $4.3 Ahifiimt.
theseitems, the provision for income taxes for 2Q218and 2017wvould have been expesssof $875 million, $75.9 millionand
$94.8 million, or 21.0% for 2019 and 2018 and 33.6% for 2017

The income tax provision oaur formerChaucer business was an expense of $4.7 million and $21.7 million for 2018 and 2017,
respectively. The provisiofor 2017 reflects a oréme expense of $26.2 million related to the enactment of the TCJA. This expense
included a revaluation of our net deferred tax assets and the recognition of federal income tax on previously untaxettaarning
foreign operationsf $13.5 million and $12.7 million, respectively. Absent these items, the provision for income tax for 2017 would
have been a benefit of $4.5 million.

The 2018income tax provision on the gain from the disposal of Chaucer business was an expense oflliR2.5his provision
includes a write off of $8.0 million of deferred tax asset
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During 2019, we recorded a decrease in our uncertain tax positiéghOahiflion due to the expiration of a statwsélimitations. The
release of uncertain tax position was recorded as a ben#fé @haucer discontinued busineBairing 2017, we recorded an increase
to our uncertain tax positions of $0.9 million related to the recognition of federal income tapesvimusly untaxed earnings from
foreign operations. This amount is partially offset by a decrease in our uncertain tax positions of $0.6 million du@tation ef a
statute of limitation, for a net change of $0.3 million. We are subject to W& afleand state examinations and foreiganeiations
for years after 2015There are no ongoing audits on our open tax years.

In prior years, we completed several transactions which resulted in the realization, for tax purposes only, of unrealimedugai
investment portfolio. As a result of these transactions, we were able to realize capital losses carried forward aihe ned@sséon
allowance recorded against the deferred tax asset related to those losses. The releases of valuation whoevadcesied as a
benefit in accumulated other comprehensive income. Previously unrealized ber®&fids8ommillion, $9.2 million and $12.7 million
attributable to nofoperating income, are recognized as part of our income from continuing opechtiorg 2019, 2018 and 2017,
respectively. The remaining amount of $20.8 million in accumulated other comprehensive income will be released intoomcome fr
continuing operations in future years, as the investment secustisct to these transactions aold or mature.

U.S. TAX REFORM

On December 22, 2017, the TCJA was enacted in the U.S. The Act substantially changed many aspects of the U.S. Tax C
including reducing the U.S. corporate income tax rate from 35% to 21%. While the new corporaigsraféective on January 1,
2018, we recognized the impact of the rate change on our deferred tax balances as of the enactment date. The eféect of thi
measurement of our deferred tax balances is a provision of $9.4 million for the year ended D&dgrbéi7. This provision is
recorded as a component of income tax expense in continuing operations and within discontinued operations as a componel
income from Chaucer business. A tax benefit of $4.1 million was recognized in continuing operatianeapdnse of $13.5 million

was recognized in discontinued operations. This amount includes the revaluation of deferred taxes initially recordedthierough
comprehensive income and recorded through discontinued operations, such as unrealized @pprediatiestments, employee
benefit planrelated items, foreign currency translation adjustments and reserve adjustments for discontinued business. Deferred t
related to the revaluation of our pension plans at December 31, 2017, as well as changesdized gains and losses occurring after
the Actds enactment dat e, are recorded at 21% in other com

The Act also created a territorial tax system, which will generally allow companies to repatriate futlfeSngourced earnings
without incurring additional U.S. taxes, by providing a 100% exemption on dividends received from cerdirs neubsidiaries.
Although most of our no#tJ.S. income had been previously subject to U.S. taxes, a portion of otld.8orincome had been
indefinitely reinvested overseas and was not subject to U.S. tax until repatriated. Thésé&nearnings are now subject to a-one
time mandatory toll charge totaling $12.7 million, which is recorded within discontinued operations as a component diincome
expense related to the Chaucer business for the year ended December 31, 2017.

In addition, the Act limited various existing deductions such as executive compensation and introduced new income w&ies on ce
low-taxed norU.S. income. Under the Act, theamption from the $1 million limitation on certain executive compensation has been
eliminated. As a result, we have recognized a provision of $0.2 million for the year ended December 31, 2017.

The cumulative effect of the enactment of TCJA is an expeiB2203 million for the year ended December 31, 2017, comprising the
aforementioned three component s. OQur estimates ar e nimgt b e
Bulletin No. 118.

CRITICAL ACCOUNTING ESTIMATES

The discussion and analysis of our financial condition and results of operations are based upon our consolidateddiearesitd.st
These statements have been prepared in accordance with U.S. GAAP, which requires us to make estimates and assaffptions tha
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date ofaihetdieamsnts

and the reported amount of revenues and expenses during the reporting period. Actual results coutthdiffesér estimates. The
following critical accounting estimates are those which we believe affect the more significant judgments and estimatataised i
preparation of our financial statements. Additional information about other significant accoutidnes@nd estimates may be found
inNote ® A Summary of Significant Accounting Policieso in the N

RESERVE FOR LOSSES AND LOSS EXPENSES

See fiReserve for Losses and Loss AtbpsuSdgmeant Ex pfecirsead 0d iws ¢ U
accounting estimates for loss reserves.

REINSURANCE RECOVERABLE BALANCES

See AReinsur ance RIembdToréenformbtibneos aur réinsurafce retovelable balances.
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PENSION BENEFIT OBLIGHONS

We currently have a qualified defined benefit plan and several smallequealified benefit plans. Additionallywye held a defined

benefit pension plan for our international subsidiapaucer until its sale on December 28, 2018. Accordingly, ghiliscussion
focuses on our domestic plans orty.order to measure the liabilities and expense associated with these plans, we must make vario
estimates and key assumptions, including discount rates used to value liabilities, assumed rates of pleturassats, employee
turnover rates and anticipated mortality rates. These estimates and assumptions are reviewed at least annually arwh arer based
historical experience, as well as current facts and circumstances. In addition, we use outsiés &otaasist in measuring the
expenses and liabilities associated with our defined benefit pension plan.

Two significant assumptions used in the determination of benefit plan obligations and expenses that are dependentamtarsarket f
which have beesubject to a greater level of volatility in recent years, are the discount rate and the return on plan asset assumptic
The discount rate enables us to state expected future benefit payments as a present value on the measurement datethige also
discount rate in the determination of our ja® pension expense or benefit. A lower discount rate increases the present value o
benefit obligations and increases pension expense. We determined our discount rate for the domestic plan utilizing iryéifgenden
curves which provide for a portfolio of high quality bonds that are expected to match the cash flows of our pensionraans. Bo
information used in the yield curve included only those rated Aa or better as of De@&mBed9 and 2018, respectivend had

been rated by at least two w&hown rating agencies. The discount rates used to value liabilities in our qualified pension plans wert
3.75% and 4.50% as of December 31, 2019 and 2018, respectively.

To determine the expected loterm return on lan assets, we generally consider historical mean returns by asset class for passivi
indexed strategies, as well as current and expected asset allqaibasljust for certain factors that we believe will have an impact
on future returns. Actual returm plan assets in any given year seldom result in the achievement of the expected rate of return c
assetsActual returns on plan assets in excess of these expected returns will generally reduce our net actuarial losses (or incr
actuarial gains) thaar e refl ected in the accumul ated other compr ehens
returns on plan assets that are less than expected returns will generally increase our net actuarial losses (or detkbgagartu

that arereflected in accumulated other comprehensive income. These gains or losses are amortized into expense in future year
2019, we changed our asset allocation for our U.S. qualified plan from approximately 85% fixed maturities and 15% equities
approxinately 900 fixed maturities and@®46 equities

The expected return on asset assumptias 5.50% and 4.75 in 2019 and 2018, respectively. Asset returns are reflected net of
administrative expenses.

Net actuarial gains related to the domestic qualified pfa$20.5 million and losses of $19.9 million were reflected as changes to
accumulated other comprehensive income in 2019 and 2018, respectively. Net actuarial gains in 2019 resulted from natt investr
gains during the year, as well as favorable mortaigerience, partially offset by the aforementioned decrease in the discount rate.
Net actuarial losses in 2018 resulted primarily from investment losses experienced during the year, partially offsesby indree
discount rate. In 2019 and 2018, atimation of actuarial losses from prior years was $11.1 million and $8.6 million, respectively.

Expenses related to our defined benefit plan are generally calculated based upon information available at the begapiag of th
year. Our praax expenseelated to our domestic qualified defined benefit plan was $7.6 million and $6.5 million for 2019 and 2018,
respectively. As a result of favorable market returns in 2019, a $10.0 million contribution into the qualified benefid fieao@ble
mortality experience for which decreases in the discount rate only partially offset the favorable investment experience during the ye
our pension expense related to our domestic qualified defined benefit plan is expected to decrease from $7.6 milliom $.3019
million in 2020.

Holding all other assumptions constant, sensitivity to changes in our key assumptions related to our qualified defingulgrerssio
as follows:

(in millions)
Discount Rate
25 basis point increase

Change in Benefit Obligation $ (9.6)

Change in 2019 Expense (1.2
25 basis point decrease

Change in Benefit Obligation 10.C

Change in 2019 Expense 1.2

Expected Return on Plan Assets
25 basis point increase

Change in 2019 Expense (1.2
25 basis point decrease
Change in 2019 Expense 1.2
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DEFERRED TAXES

Deferred tax assets and liabilities primarily result from temporary differences between the amounts recorded in outerbnsolida
financial statements and the tax basis of our assets and liabilities and loss and tax credit carryforwards. These {fenpocey d

are measured at the balance sheet date using enacted tax rates expected to apply to taxable income in the yemesythe tem
differences are expected to reverse.

The realization of deferred tax assets depends upon the existence of sufficient taxable income within the carrybadtvweardarryf
periods under the tax law in the applicable tax jurisdiction. Consideratiorvés ¢d available positive and negative evidence,
including reversals of deferred tax liabilities, projected future taxable income in each tax jurisdiction, tax planmigipstasid
recent financial operations. Valuation allowances are establishedéf] lom the weight of available information, it is more likely than
not that all or some portion of the deferred tax assets will not be realized. The determination of the valuation alloveamce fo
deferred tax assets requires management to make cedgimgats and assumptions. Our judgments and assumptions are subject to
change given the inherent uncertainty in predicting future performance and specific industry and investment market.conditio
Changes in valuation allowances are generally reflectégcome tax expense or as an adjustment to other comprehensive income,
depending on the nature of the item for which the valuation allowance is being recorded.

The following are the components of our deferred tax assets and liabilities as of Deg&n#iH9.

DEFERRED TAX ASSETS (LIABILITIES) Amount

(in millions)
Loss, LAE and unearned premium reserves, net $ 139.€
Employee benefit plan 7.6
Deferred acquisition costs (98.1)
Investments, net (87.9)
Software capitalization (21.0)
Other, net 7.7

Total $ (51.8)

As of December 31, 2019, we did not have a valuation allowance and believe it is more likely than not that the remaieth¢pdefe
assets will be realized.

STATUTORY SURPLUS OF INSURANCE SUBSIDIARIES

The following table reflects statutory surplus far énsurance subsidiaries:

DECEMBER 31 2019 2018
(in millions)
Total Statutory Capital and Surplus $ 2470z $ 2,172.¢

The statutory capital and surplus for our insurance subsidiadesased $97.7 million during 2019, primarily due to approximately
$340 million of income and approximately $92 million in unrealized gains on investments, net of tax, primarily offset4y a $1
million dividend paid by Hanover Insurance to THG.

The NAIC prescribe an annual calculation regarding risk based capi't
the glossary, are expressed as a percentage of the Saplidd)l
however in the insurance industry, RBC ratios are widely expressed as a percentage of the Company Action Level. The followi
table reflects the Company Action Level, the Authorized Control Level and RBC ratios for Hanover Insurance (which include
Citizens andbther insurance subsidiaries), as of Decendier2019 and 2018, expressed both on the Industry Scale (Total Adjusted
Capital divided by the Company Action Level) and Regulatory Scale (Total Adjusted Capital divided by Authorized Conirol Level

(dollars in millions)

Company Authorized RBC Ratio RBC Ratio
Action Control Industry Regulatory
DECEMBER 31, 2019 Level Level Scale Scale
The Hanover Insurance Company $ 1,063.7 $ 531.€ 231% 463%
DECEMBER 31, 2018
The Hanover Insurance Company $ 1,036.¢ $ 518.4 209% 417%
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LIQUIDITY AND CAPITAL RESOURCES

Liquidity is a measure of our ability to generate sufficient cash flows to meet the cash requirements of business ofgrations.
holding company, our primary ongoing source a$lt is dividends from our insurance subsidiaries. However, dividend payments to
us by our insurance subsidiaries are subject to limitations imposed by regulators, such as prior notice periods aneintieatr&upti
dividends in excess of a specified perct age of statutory surplus or prior year ¢
fextraordinary di vi dah$l40d milionkhaividends to thé moklingrcampang in both 2019 and 2018. In
2017, Hanover Insurance paid928 million in dividends to the holding company, which included $80.0 million of extraordinary
dividends.

Sources of cash for our insurance subsidiaries primarily consist of premiums collected, investment income and matumiegtsnvest
Primary cash oulbws are paid claims, loss reserves, policy and contract acquisition expenses, other underwriting expenses ¢
investment purchases. Cash outflows related to loss reserves can be variable because of uncertainties surroundindpsestifement
liabilities for unpaid losses and because of the potential for large losses, either individually or in the aggregate. We pedljodically a
our investment policy to respond to changes in steorh and longerm cash requirements.

Net cash provided by operatingtiaties was $02.9million during 2019, as compared to $551.3 million during 2018 and $704.6
million in 2017. During 2019,the $1.6 million increase in cash provided was primarily the result of an increase in premiums
collected, partially offset by higher loss paymemaring 2018 the $153.3 million decrease in cash provided was primarily the result
of higher loss payments, the cobttion made to the qualified defined benefit plan and taxes paid, partially offset by an increase in
premiums collected.

Net cash used in investing activities was $311.9 million during 2019, as compared to net cash provided of $271.3 milid@Buri
and $506.3 million used in 2017. During 2019, cash used in investing actpritiearily related to net purchases of fixed maturities
and, to a lesser extent, equity securities and other investrbemisg 2018, cash provided by investing activitiesnarily related to
net proceeds received from the sale of Chaucer. These proceeds were partially offset by net purchases of fixed nmatugt@a) co
mortgage loan participations, and other investments. During 2017, cash used in investing actmisiely pelated to net purchases
of fixed maturities, commercial mortgage loan participations, and other investments.

Net cash used inrfancing activities was $1,099@illion during 2019, as compared to $171.0 million during 2018 and $111.7 million

in 2017. During 2019, cash used in financing activities primarily resulted from repurchases of common stock through three accelera
share repurchase (AASRO) agreement s, the payments of t wa
sharehd@lers, and the repayment of the FHLB advances. (See further discussion below for additional information regarding the spe
dividend, the ASR agreements and the repayment of the FHLB advabDceis)y 2018, cash used in financing activities primarily
realted from the payment of dividends to shareholders and repurchases of commolwtingk2017, cash used in financing
activities primarily resulted from the payment of dividends to shareholders and repurchases of common stock, partiajlycafiset
inflows related to option exercises.

Dividends to common shareholders are subject to quarterly board approval and declBuaiiog. 2019, our Board declared
dividends that totaled $195.0 million. This included three quarterly dividends of $0.60 pemaskaone quarterly dividend of $0.65
per share, as well as a special dividend declared in December 2019 of $2.50 per share, or appr®@bnaiéign. In addition to
these dividends, in January 2019, we also paid a special dividend of $4.75 pethsttdrad been declared on December 30, 2018,
totaling $192.6 million. We believe that our holding company assets are sufficient to provide for future shareholdesdshdeid!
the Board of Directors declare them.

At Decembel, 2019, THG, as a holdirgpmpany, held approximately $3401illion of fixed maturities and cash. We believe our
holding company assets will be sufficient to meet our current year obligations, which we expect to consist primarilerdf quart
dividends to our shareholders (as andthe extent declared), interest on our senior and subordinated debentures, certain cos
associated with benefits due to our former life employees and agents, and, to the extent required, payments relataticdatimmemn

of liabilities associated wit the sale of various subsidiaries. As discussed below, we have, and opportunistically may continue t
repurchase our common stock and debt. We do not expect that it will be necessary to dividend additional funds fromneoar insura
subsidiaries in ordeotfund2020holding company obligations; however, we may decide to do so.

We expect to continue to generate sufficient positive operating cash to meet aléshaahd longerm cash requirements relating to
current operations, including the funding afr qualified defined benefit pension plduring 2019, we contributed $10 million to our
qualified defined benefit pension plan. We believe that this plan is essentially fully funded. The ultimate payment amounts f
benefit plan is based on severasamptions, including but not limited to, the rate of return on plan assets, the discount rate for benefi
obligations, mortality experience, interest crediting rates, inflation and the ultimate valuation and determinationt afitiga&fns.

Since diferences between actual plan experience and our assumptions are almost certain, changes, both positive and negative, t
current funding status and ultimately our obligations in future periods are likely.
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Our insurance subsidiaries maintain a high degf liquidity within their respective investment portfolios in fixed maturity and short
term investmentsWe believe that the quality of the assets we hold will allow us to realize thedongeconomic value of our
portfolio, including securities thatre currently in an unrealized loss position. We do not anticipate the need to sell these securities t
meet our insurance subsidiariesd cash requirements gsdsmtce w
meet all shorterm and longterm cash requirements relating to current operations. However, there can be no assurance th
unforeseen business needs or other items will not occur causing us to have to sell those securities in a loss poghiein efees

fully recover, thereby causing us to recognize impairment charges in that time period.

The Board of Directors authorized a stock repurchase program which provides for aggregate repurchases of our common stock o
to $900 million, including a $300 million increade the program on December 5, 20Wder the repurchase authorizatiore may
repurchase, from time to time, common shares in amounts, at prices and at such timeteas appropriate, subject to market
conditions and other considerations. Repurchas&g be executed using open market purchases, privately negotiated transactions
accelerated repurchase programs or other transactions. We are not required to purchase any specific number of shdms or to
purchases by any certain date under this prog@mJanuary 2, 2019, pursuant to the terms of an accelerated share repurchas
( ASRO ) agreement executed on DecemmMBRdn, 3dve 2@l 8 @E2H®. @ Deand @
approximately 2.1 milliorshares of our common stock. In acamde with its terms, this agreement terminated on June 28, 2019.
Also on June 28, 2019, pursuant to the terms of a seA8Rla gr eement ASRb he Wdupeai d $150. 0 mi
approximately 1.1 milliorshares of our common stock. In acamde with its terms, the JUASR terminated on October 28, 2019.

On December 9, 2019, pursuant to the terms of a h8Ra gr e e me nt (t heASRID)e cwenb p amil@dih 5 0 .
exchange for shares of our common stock. Under the terms of the Derc@@IO ASR, we received an initial delivery of
approximately 0.9 million shares of our common stock, which is approximately 80% of the total number of shares expected to
received under this agreemekinal settlement of the December 2019 ASRxpectd tooccurnot later than March 22020. During
2019,in totalwe repurchased approximately 4.2 million shares at a c@&&6#.6 million.

From time to time, we may repurchase our debt on an opportunistic basis. On January 2, 2019, we repaid $1@bauilliEHLB
advances that were due 2029 and had an interest rate of 5.5%, along with related prepayment fees of $26 million which w
recognized as a nesperating charge in 2018. We maintain our membership in FHLB which provides us with accessidnahddit
liquidity; the amount of such liquidity isased on our holdingsf FHLB stockand pledged collateral. At December 31, 2019, we had
additional borrowing capacity of $86.7 million. There were no borrowings outstanding under thiteshdidcility at December 31,
2019; however, we have borrowed and may continue to borrow, fromditiree, through this facility to provide shagrm liquidity.

On April 30, 2019, we entered into a new credit agreement that provides foryeéiveinsecured revolving credit facility not to
exceed $200.0 million at any one time outstanding, with i@ to increase the facility up to $300.0 million, (assuming no default
and satisfaction of other specified conditions, including the receipt of additional lender commitiremtsyreement also includes an
uncommitted subfacility of $50.0 million fotandby letters of credit. Borrowings, if any, under this new agreement are unsecured and
incur interest at a rate per annum equal to, at our election, either (i) the greater of, (a) the prime commercial erafitigerat
administrative agent, (b) the NRB Rate plus half a percent, or (c) the one month Adjusted LIBOR plus one percent and a margit
that ranges from 0.25% to 0.625% depending on our debt rating, or (ii) Adjusted LIBOR for the applicable interest pgriod, plu
margin that ranges from 1.25% 1625% depending on our debt rating. The agreement also contains certain financial covenants su
as maintenance of specified levels of consolidated equity and leverage ratios, and requires that certain of our soiasidéanes
minimum RBC ratios. Carurrent with our entry into this agreement, we voluntarily terminated our existing $200.0 million credit
agreement, dated November 12, 2013. We currently have no borrowings under the new agreement and had no borrowings unde
previous agreement durin@29.The LIBOR rate, upon which Adjusted LIBOR is based, is expected to be discontinued by the end of
2021. Our credit agreement permits us to agree with the Administrative Agent for the credit facility on a replacemestad Adju
LIBOR subject to the saffaction of certain conditions.

At Decembei3l, 2019, we were in compliance with the covenants of our debt and credit agreements.
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CONTRACTUAL OBLIGATIONS

Financing obligations generally include repayment of our senior debentures, subordinated debentures and lease payments.
following table represents our annual payments related to the contractual principal and interest payments of these financ
obligafons as of Decemb@&1l, 2019, unless otherwise noted, and lease payments reflect expected cash payments based upon ac
lease terms. It is expected that in the normal course of business, leases that expire will generally be renewed oy teptssed b
similar property and equipment. In addition, we also have included our estimated payments related to our loss and Liglsobligat
and our current expectation of payments to be made to support the obligations of our benefit plans. The following itadilelats
commitments to purchase investment securities at a future date. Actual payments may differ from the contractual angdr estim:
payments in the table.

Maturity in
Maturity less Maturity Maturity excess of
DECEMBER 31, 2019 than 1 year 1-3 years 4-5 years 5 years Total
(in millions)
Debt® $ 3 $ 3 $ 8 $ 6627 $ 6627
Interest associated with debt 36.¢ 73.8 73.8 354.C 538.¢
Lease commitment8 15.1 20.4 8.2 1.0 44.7
Defined benefit pension and pastirement benefit
obligation® 4.0 7.6 6.8 14.2 32.€
Investment commitment’8 83.C 90.C 35.C ) 208.C
Loss and LAE obligation 1,740.% 1,702.1 712.1 1,499t 5,654.¢

(1) Debtin the maturity in excess of 5 years category inclodesenior debentures due in 2025, which pay annual interest at a rate
of 7.625%, our senior debenturdise in 2026, which pay annual interest at a rate of 4.80%subordinated debentures due in
2027, which pay cumulative dividends at an annual rate of 8.28¥¥6ur subordinated debentures due in 2053, which pay
annual interest at a rate of 6.35%. Paytsealated to the principal amounts of these agreements represent cohtnattuiy;
therefore, principal and interest associated with these obligations are reflected in the above table based upon tla contra
maturity dates.

(2) Our subsidiaries arlessees with a number of leases.

(3) Amounts represent nequalified defined benefit pension and postretirement benefit obligations and reflect estimated payment
to be made through plan year 2029 for pension, postretirement, and postemployment b#hefitgh it is likely that payments
will be made beyond 2029. Estimates of these payments and the payment patterns are based upon historical experience. V
not expect to make any significant contributions to our qualified plan in order to meet amnumifiunding requirements for
the next several years; therefore, no contributions for this plan are included in this schedule. However, additiontiboentribu
may be required in the future based on the level of pension assets and liabilities in fubdg® Plee ultimate payment amount
for our pension plan is based on several assumptions, including, but not limited to, the rate of return on plan assmtanthe d
rate for benefit obligations, mortality experience, interest crediting rates and ithateltvaluation of benefit obligations.
Differences between actual plan experience and our assumptions are likely and will likely result in changes to our fundil
obligations in future periods.

(4) Investment commitments relate primarily to limited parsh@rs.

(5) Unlike many other forms of contractual obligations, loss and LAE reserves do not have definitive due dates and the ultims
payment dates are subject to a number of variables and uncertainties. As a result, the total loss and LAE reses/eoday/men
made by period, as shown in the table, are estimates based principally on historical experience.

OFF-BALANCE SHEET ARRANGEMENTS

We currently do not have any material-bfilance sheet arrangements that are reasonably likely to have an effect on our financia
position, revenues, expenses, results of operations, liquidity, capital expenditures, or capital resources.

CONTINGENCIES AN D REGULATORY MATTERS

Information regarding litigation and legal contingencies appears in NoteAl&€ o mmi t ment s and Conting
Consolidated Financial Statements. Information related to certain regulatory and industry developmentstara ¢ ned i n A
inPartl-ltem1 and i n ARiIi skKltemdAtorso in Part |

e
R
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RATING AGENCIES

Insurance companies are rated by rating agencies to provide both industry participants and insurance consumers informatiol
specific insurance compare s . Hi gher ratings generally indicate the rati
ability to pay claims.

We believe that strong ratings are important factors in marketing our products to our agents and customers,gsinfamettion is
broadly disseminated and generally used throughout the industry. Insurance company financial strength ratings are assigned t
insurer based upon factors deemed by the rating agencies to be relevant to policyholders and are nébwinetigebtection of
investors. Such ratings are neither a rating of securities hor a recommendation to buy, hold or sell any security. Gp#tatyers
focus on claimgaying ratings, while creditors focus on debt ratings. Investors use both toevalaat company s o0V e
strength.

RISKS AND FORWARD-LOOKING STATEMENTS

Management 8s Discussion -hodkiAmngl ysasement adonwi fifiiomnwahed mea
Reform Act of 1995. For a discussion of indicators of forwlaaking statements and specific important factors that couldeca
actual results to differ materially from those contained in foramo ki ng st at ement s, TlemlAiTRis s k
Management 6s Di scussion and Analysis should be read and in

GLOSSARY OF SELECTED INSURANCE TERMS

Account businessCustomers with multiple policies and/or coverages.

Account rounding The conversion of single policy customers to accounts with multiple policies and/or additional coverages.
Benefit payments Payments made to an insuradtheir beneficiary in accordance with the terms of an insurance policy.

Casualty insurancé Insurance that is primarily concerned with the losses caused by injuries to third persons and their property (oth
than the policyholder) and the related ldgebility of the insured for such losses.

Catastrophei A severe loss, resulting from natural or manmade events, including, among others, hurricanes, tornadoes and ot
windstorms, earthquakes, hail, severe winter weather, fire, explosions, anditerrori

Catastrophe loss Loss and directly identified | oss adjustment expe
catastrophe | oss reserves. The I nsurance Services QQddsiarce
event that causes $25 million or more in insured property losses from U.S. direct writers and affects a significant muogsstyof

and casualty policyholders and insurers. In limited instances where the impact of an event extends aclesgeogitiphic areas or
time periods, but is not within the specific parameters established by PCS, THG may determine that certain lossesahedeetter
within the same catastrophe event. In addition to those catastrophe events declared by ISOnaraigesnent also generally
includes within the definition of a Acatastrophe | €empany a
insured losses and affects in excess of one hundred policyholders.

Cede; cedent; ceding companywWhen a party reinsures its liability with an
Afcedent o or Aceding companyao.

Credit spread The difference between the yield on the debt securities of a particular corporate debt issue attidha gienilar
maturity of U.S. Treasury debt securities.

Current accident year resulisA nonGAAP measure of the estimated earnings impact of current premiums offset by estimated los:
experience and expenses for the current accident year. This mieatuttes the estimated increase in revenue associated with higher

prices (premiums), including those caused by price inflation and changes in exposure, partially offset by higher volome driv
expenses and inflation of loss costs. Volume driven expenskglé acquisition costs such as commissions paid to agents, which are
typically based on a percentage of premium dollars.

Earned premiuni The portion of a premium that is recognized as income, or earned, based on the expired portion of the polit
period that is, the period for which loss coverage has actually been provided. For example, after six months, $50 of a $100 anr
premium is generally considered earned premium. The remaining $50 of annual premium is unearned premium. Net earned pren
is eaned premium net of reinsurance.

Excess of loss reinsuranéeReinsurance that indemnifies the insured against all or a specific portion of losses under reinsure
policies in excess of a specified dollar amount or Aretent

Exposurei As it relates tounderwriting, a measure of the rating units or premium basis of a risk; for example, an exposure of
number of automobiles. As it relates to loss events, the maximum value of claims made on an insurer from an eventhat events
would result in the totaéxhaustion of the cover or indemnity offered by an insurance policy.
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Exposure management actionsActions that focus on improving underwriting profitability and/or lessening earnings volatility by
reducing our exposures and property concentrationsriaicgeographies and lines that are believed to be more prone to catastrophe
and norcatastrophe losseghese actions include, but are not limited to,-nemewal, rate increases, stricter underwriting standards
and higher deductible utilization, ageneyanagement actions, and more selective portfolio management by modifying our business
mix.

Frequencyf The number of claims occurring during a given coverage period.

Loss adj ust me nti Expenpes mcureed in thdiddjdstng, recording, atitesgent of claims. These expenses include
both internal company expenses and outside servicésl ocat ed LAE (AALAEO) refers to de
including legal fees, court costs, and investigation fdéds1 al | ocat ed L AR to @xpdnsed thal yenerakyfcannot be
associated with a specific claim. ULAE includes internal costs such as salaries, fringe benefits and other overheattietsts ass
with the claim settlement process and external adjustment and appraisal fees.

Loss costg An amount of money paid for an insurance claim.

Loss reserves Liabilities established by insurers to reflect the estimated cost of claims payments and the related expenses that
insurer will ultimately be required to pay in respect of iaswe it has written. Reserves are established for losses and for LAE.

Lower (higher) expensédsRepresents the period over period comparison of expenses relative to growth in earned premium. Volur
driven expenses typically fluctuate commensurate with changes in premium. Accordingly, as we grow premium, these expen
increase from an absolutelthr perspectivebut tend to stay proportionate compared to premium. Fixed expenses can remain
constant or increase or decrease Iirrespective of the ogrow
Ahi ghero we arei gegneoathsnges in fixed costs relative to
expenses correspond to a lower or higher expense ratio.

Marine Insurancei In Commercial Lines, this is a type of coverage developed for insuring businesses against physical losses
property such as contractords equi pment, buil der 6 andandaik a
transpaotation as well as bridges, tunnels, ocean and other means of transportation and communication. In the context of Pers
Lines, this term relates to floater policies that cover expensive personal items such as fine art and jewelry.

Morbidity i Morbidity relates to the occurrence of illness, disability or other physical or psychological impairment, whether temporar
or permanent, for insured risks. Morbidity is a key assumption for-temg care insurance and other forms of individual and group
health beefits.

Partner agents; partner agencies; partner independent agents; agency partners; business pardependent agents (agencies)

are seemployed, commissichased businesses who generally represent, and sell insurance policies provided dlyinsewvance
companies. THG has appointed and developed mutually beneficial relationships with a limited humber of independent agents who
demonstrated experts in their field, grovattiented and align with our strategy. Although we may refertothogee nci es as
agentso, these are not Il egally binding fipartner shi pwgetherbut
and achieve common goals.

Perili A cause of loss.

Price(ing) increase or decrease (Commercialds)i Represents the average change in premium on renewed policies caused by the
estimated net effect of base rate changes, discretionary pricing, inflation or changes in policy level exposure oskasured ri

Price(ing) increase or decrease (Personahés)i The estimated cumulative premium effect of approved rate actions applied to
policies available for renewal, regardless of whether or not policies are actually renewed. Pricing changes do notartpadsent
increases or decreases realized by THG.

Property insurancé Insurance that provides coverage for tangible property in the event of loss, damage or loss of use.
Ratei The esti mated pure pricing factor upon which the policy
Ratios:™

Catastrophe loss ratio The ratio of catastrophe losses incurred to premiums earned.

Combined ratid” This ratio is the GAAP equivalent of the statutory ratio that is widely used as a benchmark for determining al
i nsurer s under wratio below §00% gemefalty mdicatespmfitabléunderwriting prior to the consideration of
investment income. A combined ratio over 100% generally indicates unprofitable underwriting prior to the consideration c

investment income. The combined ratiohe sum of the loss and loss adjustment expense ratio and the expense ratio.

Expense Ratid The ratio of underwriting expenses (including the amortization of deferred acquisition costs), less premiun
installment and other fee income and premium charge fforemiums earned for a given period.

Loss and Loss adj ust nielhetraticeof Ipss and ss adjustrAeBtée)pensea to ipremiums earned for a
given period. The LAE ratio includes catastrophe losses and prior year reserve development.

Loss ratioi The ratio of losses (including catastrophe losses) to premiums earned for a given period.
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Reinstatement premiumA pro-rata reinsurance premium that may be charged to us by our reinsurers. A reinstatement premium m¢
be contractually requiteto be charged for restoring an amount of reinsurance coverage reduced as the result of a reinsurance |
payment that depletes or exhausts a reinsurance treaty or treaty layer. For example, in 2005, this premium was resjriecithad en
our propertycatastrophe occurrence treaty, which was exhausted by hurricane Katrina, was available again in the event of anot
large catastrophe loss in 2005. Reinsurance reinstatement premiums accrued by us are accounted for as a reductioiuinsnet prer
easnedraher than as an fiexpenseo. For certain reinsurance tre
reinstatement premium accrual. A ceding commission is a fee paid by a reinsurance company to a direct writer to cageofthe cos
issuing the policy and is recorded as a ceekgense.

Reinsurancei An arrangement in which an insurance company, or a reinsurance company, known as the reinsurer, agrees
indemnify another insurance or reinsurance company, known as the ceding coageingt all or a portion of the insurance or
reinsurance risks underwritten by the ceding company under one or more policies. Reinsurance can provide a ceding dompany
several benefits, including a reduction in net liability on risks and catastropteetmn from large or multiple losses. Reinsurance
does not legally discharge the primary insurer from its liability with respect to its obligations to the insured.

Ri sk based ciah mdthad of e the minimum amount of capital appatprior an insurance company to
support its overall business operations in consideration of its size and risk profile. The RBC ratio for regulatory iswrplosdated

as total adjusted capital divided by required risk based capital. Total adjusted fmpproperty and casualty companies is capital
and surplus, adjusted for the ntabular reserve discount applicable to our assumed discontinued accident and health insuranc
business. The Company Action Level is the first level at which regulatoofwement is specified based upon the level of capital.

Regulators may take action for reasons other than triggering various RBC action levels. The various action levels ared@mmari
follows:

1 The Company Action Level, which equals 200% of the Authorized Control Level, requires a company to prepare ar
submit a RBC plan to the commissioner of the state of domicile. A RBC plan proposes actions which a company may ta
in order to bring statutorgapital above the Company Action Level. After review, the commissioner will notify the
company if the plan is satisfactory.

1 The Regulatory Action Level, which equals 150% of the Authorized Control Level, requires the insurer to submit to th
commissioner of the state of domicile an RBC plan, or if applicable, a revised RBC plan. After examination or analysi:
the commissioner i issue an order specifying corrective actions to be taken.

1 The Authorized Control Level authorizes the commissioner of the state of domicile to take whatever regulatory actions &
considered necessary to protect the best interest of the policyhatdicseditors of the insurer.

i The Mandatory Control Level, which equals 70% of the Authorized Control Level, authorizes the commissioner of th
state of domicile to take actions necessary to place the company under regulatory control (i.e., rehabilitation
liquidation).

Securities Lending We have, from time to time, engaged our banking provider to lend securities from our investment portfolio tc
third parties. These lent securities are fully collateralized by cash. When securities are lent, wetheofsitovalue of the securities

on a daily basis to assure that the collateral is maintained at a level of at least 102% of the fair value of the |okiesd \Wexu
record securities lending collateral as a cash equivalent, with an offsettinglisb@ipenses and taxes payable.

Severityi A monetary increase in the loss costs associated with the same or similar type of event or coverage.

Social Inflationi A term used teexplainrising insurance claim payouts due to various factors associatkdcawiore costlylegal
environment, such as increased litigation frequency, expanded theories of liability and higher jury ldigasdsthan the expected
litigation payous to plaintiffs due totheseand other factors, may then give riseth@ initiation of additional lawsuitseeking
similarly elevated awardsnd increasing settlement costs, which can compound the. effect

Specialty Line§ A maj or component of our other commerci al l i nes. T
for our purpose specialty lines consist of products such as marine, surety, specialty industrial property, profesdibnal liabi
management liability and various other program businesses. When discussing net premiums written and other financiabfmeasure
our specialty businesses, we may include-specialty premiums that are written as part of the entire account.

Statutory accounting practiceé Recording transactions and preparing financial statements in accordance with the rules an
procedures presibed or permitted by insurance regulatory authorities including the National Association of Insurance
Commissioners, which in general reflect a liquidating, rather than going concern, concept of accounting.

Underwriting i The process of selecting risksr insurance and determining in what amounts and on what terms the insurance
company will accept risks.

Underwriting expenseis Expenses incurred in connection with the acquisition, pricing and administration of a policy or contract, anc
other insuranceompany expenses unrelated to claims handling or investments.
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Unearned premiumi The portion of a premium representing the unexpired amount of the contract term as of a certain date.

Written premiuni The premium assessed for the entire coverage pefiath insurance policy or contract without regard to how
much of the premium has been earned. See also fAEarnedcepr em

@ Ratios may not be comparable to similarly titled measures of otimepanies.
ITEM 7Ai QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Reference is made to AQuantitative and Qualitative Disclos
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ITEM 87 FINANCIAL STATEMENTS AND SUPPLEMENTARY DAT A

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of
The Hanover Insurance Group, Inc.:

Opinions on the Financial Statements and Internal Control over Financial Reporting

We have audited the accompanying consolidated balance sheets of The Hanover Insurance Group, Inc. and its subsidiaries
ACompanyo) as of December 31, 2019 and 2018, and the rela
sharehalers' equity and of cash flows for each of the three years in the period ended December 31, 2019, including the related n
and schedules of condensed financial information of the registrant, of supplementary insurance information, and of slippleme
information concerning property and casualty insurance operations as of December 31, 2019 and 2018 and for each ofattse three
in the period ended December 31, 2019, schedule of valuation and qualifying accounts for each of the three yearsdretidegerio
December 31, 2019, and schedule of summary of investerttser than investments in related parties as of December 31, 2019
listed in the index appearing under Item 15(a)(2) alsclmavel ec
audited the Company's internal control over financial reporting as of December 31, 2019, based on criteria estallish®al in
Control - Integrated Framework2013) issued by the Committee of Sponsoring Organizations of the Treadway Comif@380).

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, tigbsdinci of

the Company as of December 31, 2019 and 2018, and the results of its operations and its cash fldwsfftrecticee years in the
period ended December 31, 2019 in conformity with accounting principles generally accepted in the United States of Asuérica. A
our opinion, the Company maintained, in all material respects, effective internal controinaweidl reporting as of December 31,
2019, based on criteria establishedniternal Control- Integrated Framework2013) issued by the COSO.

Basis for Opinions

The Company's management is responsible for these consolidated financial statementstdmingagffective internal control over
financial reporting, and for its assessment of the effectiveness of internal control over financial reporting, includecig Mame n t ¢
Report on Internal Control over Financial Reporting appearing under Item 9AreSQponsibility is to express opinions on the
Companybés consolidated financi al statements and on tshWe Cor
are a public accounting firm registered with the Public Company AccountingsigheBoard (United States) (PCAOB) and are
required to be independent with respect to the Company in accordance with the U.S. federal securities laws and ther@pplicable
and regulations of the Securities and Exchange Commission and the PCAOB.

We condicted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the au
to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatemeug tohether
error or fraud, and whether effective internal control over financial reporting was maintained in all material respects.

Our audits of the consolidated financial statements included performing procedures to assess the risks of materialnhifstiageme
consolidated financial statements, whether due to error or fraud, and performing procedures that respond to those risks. S
procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated fina
staements. Our audits also included evaluating the accounting principles used and significant estimates made by managdiment, as
as evaluating the overall presentation of the consolidated financial statements. Our audit of internal control overdinanicigl
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material exéstknassl
testing and evaluating the design and operating effectiveness of internal control based on the ass&sedudits also included
performing such other procedures as we considered necessary in the circumstances. We believe that our audits provlke a reasc
basis for our opinions.

Definition and Limitations of Internal Control over Financial Reporting

Acompanyé6s internal contr ol over financial reporting lityof a p
financial reporting and the preparation of financial statements for external purposes in accordance with generallyaeccepted
principles. A company6s internal contr ol over f i nan cthea l |

maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and digfidbiticassets of the
company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation otdimamtgirsta
accordance with generally accepted accounting principles, and that receipts and expendituresngfahg are being made only in
accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance regar
prevention or timely detection of unaut hetgthazceull hawveagmateralieffect o n
on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatemeptsjedsons
of any evaluation of effectiveness to future pesiagle subject to the risk that controls may become inadequate because of changes i
conditions, or that the degree of compliance with the policies or procedures may deteriorate.
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Critical Audit Matters

The critical audit matter communicated below is a mattising from the current period audit of the consolidated financial statements
that was communicated or required to be communicated to the audit committee and that (i) relates to accounts or diatlamires t
material to the consolidated financialtstaents and (ii) involved our especially challenging, subjective, or complex judgments. The
communication of critical audit matters does not alter in any way our opinion on the consolidated financial statememats,ataken
whole, and we are not, by commaaiing the critical audit matter below, providing a separate opinion on the critical audit matter or
on the accounts or disclosures to which it relates.

Valuation of loss and loss adjustment expense reserves

As described iNotes 1 and 15 to the consolidd financial statements, loss and loss adjustment expense reserves were $5.7 billion &
of December 31, 2019. These liabilitime determined using case basis evaluations and statistical analyses of historical loss patter
and represent estimates of thlémate cost of all losses incurred but not paid. The loss reserve estimation process relies on the bas
assumption that past experience, adjusted for the effects of current developments and likely trends, is an approdioate basis
management to precti future outcomes. As part of this process, management uses a variety of analytical methods that consic
experience, trends and other relevant factors, as well as considers numerous quantitative and qualitative factorshénoiatlinity

of the acient year, the level of volatility within a particular class of business, the sufficiency or quality of historical repoited
paid loss and loss adjustment expenses information, legal and regulatory developments and changes in underwritinglioim hanc
and case reserving practices. The Companydéds wultimate andhcur
reserving actuaries on an aggregate basis for each line of business or coverage for loss and loss expense lialidities! mathim

the case reserves.

The principal considerations for our determination that performing procedures relating to the valuation of loss andstosnadju
expense reserves is a critical audit matter are there was significant judgment by nesmbagieen developing their estimate. This in
turn led to a high degree of auditor judgment, subjectivity and effort in performing procedures and evaluating auditrelatiagce

to the various analytical methods and factors used by management in dayéepastimate, such as historical loss patterns and other
relevant quantitative and qualitative factors, which included the maturity of the accident year, the level of volaiitity patticular

class of business, and the sufficiency or quality afohisal reported and paid loss and loss adjustment expenses information. Also,
our audit effort included the involvement of professionals with specialized skill and knowledge to assist in performihgeseoel
evaluating the audit evidence obtainedrirthese procedures.

Addressing the matter involved performing procedures and evaluating audit evidence in connection with forming our onenall opi
on the consolidated financial statements. These procedures included testing the effectiveness of eomtrals i ng t o t h«
valuation of loss and loss adjustment expense reserves, including controls over the analytical methods applied and defelopme
gualitative and quantitative factors. These procedures also included, among others, the invalf/pnoéegsionals with specialized

skill and knowledge to assist in either (i) developing an independent estimate of the reserves using historical losanzhtiéras
relevant quantitative and qualitative factors, which included the maturity of tieeat year, the level of volatility within a particular
class of business, and the sufficiency or quality of historical reported and paid loss and loss adjustment expensem,riformati
reserves by line of business or coverage on a test basis, andcomp on of this independent est
determined reserves; or (i) on a test basis for reserves by line of business or coverage, evaluating the appropriatenes
management 6s analytical me t h oetesniniagnttte reseeve Izalances.b Deveatopirsg she mdeperfdant |
estimate also involved testing the completeness and accuracy of data provided by management.

/sl PricewaterhouseCoopers LLP
Boston, MA

February24, 2020

We have served asrsinchk®W91Companybs audito
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

YEARS ENDED DECEMBER 31 2019 2018 2017
(in millions, except per share data)
Revenues
Premiums 4474 $ 4254 $ 3,980.¢
Net investment income 281.2 267.4 243.¢
Net realized and unrealized investment gains (losses):
Net realizedhains (losses) from sales and other 4.9 (2.7) 26.7
Net change in fair value of equity securities 106.5 (43.4) o}
Net othef thari temporary impairment losses on investments
recognized in earnings (2.0) (4.6) (5.6)
Total net realized and unrealized investment gains (losses) 109.4 (50.7) 21.1
Fees and other income 25.5 23.2 22.5
Total revenues 4,890.7 4,494, 4,267.¢
Losses and expenses
Losses and loss adjustment expenses 2,865.t 2,724.¢ 2,579.¢
Amortization of deferred acquisition costs 926.7 891.¢ 840.7
Interest expense 37.5 45.1 45.2
Loss on repayment of debt o} 28.2 o}
Other operating expenses 538.¢ 522.1 509.t
Total losses and expenses 4,368.€ 4,211.¢ 3,975.(
Income from continuing operations before income taxes 522.1 282.t 292.¢
Income tax expense (benefit):
Current 80.5 46.2 3.1
Deferred 12.€ (2.7) 73.7
Total income tax expense 93.1 43.5 76.8
Income from continuing operations 429.C 239.C 216.1
Discontinued operations:
Sale of Chaucer business, net of taxes (1.2 131.€ o}
Income (loss) from Chaucer business, net of taxes 1.6 20.C (13.2)
Income (loss) from discontinued life businesses, net of taxes (4.3 0.1 (16.8)
Net income 4251 $ 391.C $ 186.2
Earnings per common share:
Basic:
Income from continuing operations 10.72 $ 563 $ 5.08
Discontinued operations:
Sale of Chaucer busines®t of taxes (0.03 3.11 o}
Income (loss) from Chaucer business, net of taxes 0.04 0.47 (0.30)
Income (loss) from discontinued life businesses, net of taxes (0.12) o} (0.40)
Net income per share 1062 $ 921 $ 4.38
Weighted average shares outstanding 40.C 42 .4 42.5
Diluted:
Income from continuing operations 10.5¢ $ 556 $ 5.03
Discontinued operations:
Sale of Chaucer business, net of taxes (0.03 3.07 o}
Income (loss) from Chaucer business, net of taxes 0.04 0.46 (0.30)
Income (loss) from discontinued life businesses, net of taxes (0.12) o} (0.40)
Net income per share 10.4€ $ 9.0¢ $ 4.33
Weighted average shares outstanding 40.€ 43.0 43.C

The accompanying notes are an integral part of these consolidated financial statements.
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

YEARS ENDED DECEMBER 31 2019 2018 2017
(in millions)
Net income $ 4251 $ 391.C $ 186.2
Other comprehensive income (loss), net of tax:
Availablefor-sale securities:
Net appreciation (depreciation) during the period 238.¢ (170.7) 134
Change in othethantemporary impairment losses recognized in
other comprehensive income 2.8 o} 6.0
Amount realized with sale of Chaucer business 0.1 19.1 o}
Total availablefor-sale securities 241.7 (151.0 194
Pension and postretirement benefits;
Net actuarial gains (losses) and prior service costs arising in the pel 16.2 (17.0) 13.6
Amortization recognized as net periodic benefit and postretirement 9.0 7.7 9.4
Amount realized with sale of Chaudassiness 0 16.4 o}
Total pension and postretirement benefits 25.2 7.1 23.C
Cumulative foreign currency translation adjustment:
Amount recognized as cumulative foreign currency translation durin
the period o} 1.7) 2.4
Amount realized with sale of Chaucer business 0.7 23.2 0
Total cumulative foreign currency translation adjustment 0.7 21.5 2.4
Total other comprehensive income (loss), net of tax 267.€ (122.9) 44.8
Comprehensive income $ 6927 $ 268.€ $ 231.C

The accompanying notes are an integral part of these consolidated financial statements.
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

DECEMBER 31 2019 2018
(in millions, except sharelata)
Assets
Investments:
Fixed maturitiesat fair value (amortized cost 06 #52.2and $%,245.9 $ 6,687.1 $ 6,161.f
Equity securities, at fair value 575.7 464.4
Other investments 733.2 661.5
Total investments 7,996.( 7,287.¢
Cash and cash equivalents 215.7 1,020.5
Accrued investment income 53.C 53.2
Premiums and accounts receivable, net 1,260.4 1,176.7
Reinsuranceecoverable on paid and unpaid losses and unearned premiums 1,814.( 1,648.¢
Deferred acquisition costs 467.4 450.¢
Deferred income tax asset o} 50.€
Goodwill 178.¢ 178.¢
Other assets 402.4 371.€
Assets heldor-sale o) 57.4
Assets of discontinued businesses 102.¢ 103.¢
Total assets $ 12,490 $ 12,399.°
Liabilities
Loss and loss adjustment expense reserves $ 5,654.« $ 5,304.1
Unearnecpremiums 2,416.7 2,277.¢
Expenses and taxes payable 627.7 909.¢
Deferred income tax liability 51.8 0
Reinsurance premiums payable 534 37.3
Debt 653.4 777.¢
Liabilities heldfor-sale o) 22.2
Liabilities of discontinued businesses 116.€ 115.¢€
Total liabilities 9,574.: 9,445.(

Commitments and contingencies
Sharehol dersdéd Equity

Preferred stock, par valu®®1per share20.0million shares authorizeaioneissued 0 0
Common stock, par valu®®1per share300.0million shares authorized0.5
million shares issued 0.6 0.6
Additional paidin capital 1,837.: 1,871.¢
Accumulated othecomprehensive income (loss) 152.€ (116.5)
Retained earnings 2,410.¢ 2,182.:
Treasury stock at cos22.1and18.2million shares) (1,485.9) (983.5)
Total shareholdersé equity 2,916.2 2,954,
Totall i abilities and sharehol der so $ 12,490.f $ 12,399.°

The accompanying notes are an integral part of these consolidated financial statements.
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THE HANOVER INSURANCE GROUP, INC. AND SUBSIDIARIES

CONSOLI DATED STATEMENTS OFE@HAXREHOLDERSS®O

YEARS ENDED DECEMBER 31 2019 2018 2017
(in millions)
Preferred Stock

Balance at beginning and end of year d $ o $ o)
Common Stock

Balance at beginning and end of year 0.6 0.6 0.6
Additional Paid-in Capital

Balance at beginning of year 1,871.¢ 1,857.( 1,846.7
Prepayment and settlement of accelerated share repurcha (49.5) o} o}
Employee and director stodkased awards and other 15.0 14.8 10.3

Balance at end of year 1,837.c 1,871.¢ 1,857.(

Accumulated Other Comprehensive Income (Loss), net of tax
Net Unrealized Appreciation (Depreciation) on Investments:

Balance at beginning of year (27.2) 205.4 186.C
Net appreciation (depreciation) on availafile-sale securities 241.€ (170.7 19.4
Adoption of Accounting Standards Updates (No. 2087n
2019 and No. 20161 and No. 20182 in 2018) 15 (81.€) o}
Amount realized with sale of Chaucer business 0.1 19.1 0

Balance at end of year 216.C (27.2) 205.4

Defined Benefit Pension and Postretirement Plans:

Balance at beginning of year (88.6) (79.5) (102.%)
Net amount arising in the period 16.2 (17.0) 13.€
Net amount recognized as megriodic benefit cost 9.0 7.7 9.4
Adoption of Accounting Standards Update 2@iB o} (16.2) o}
Amount realized with sale of Chaucer business o} 16.4 o}

Balance at end of year (63.4) (88.6€) (79.5)

Cumulative Foreign Currency Translation Adjustment:

Balance at beginning of year (0.7) (18.3 (20.7)
Amount recognized as cumulative foreign currency translai

during the year o} .7 2.4
Adoption of Accounting Standards Update 2@iB o} (3.9 o}
Amount realized with sale of Chaucer business 0.7 23.2 0

Balance at end of year o} (0.7) (18.3)

Total accumulated other comprehensive income 152.€ (116.5) 107.€

Retained Earnings

Balance at beginning of year 2,182.: 1,975.( 1,875.¢

Cumulative effect of accounting change, net of taxes (1.5 104.c 0

Balance at beginning of period, as adjusted 2,180.¢ 2,079.2 1,875.¢
Net income 425.1 391.C 186.2
Dividends to shareholders (195.0 (288.0) (86.8)

Balance at end of year 2,410.¢ 2,182.: 1,975.(

Treasury Stock

Balance at beginning of year (983.5) (942.5) (928.2)
Shares purchased at cost (514.1) (57.7) (37.29)
Net shares reissued at cost under employee -Sasid

compensation plans 12.4 16.7 22.¢

Balance at end of year (1,485.7) (983.5) (942.5)

Total sharehol derso6é equity 2916.2 $ 29547 $ 2,997.7

The accompanying notes are an integral part of these consolidated financial statements.
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